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ADAM SMITH’S APPROACH TO THE THEORY OF 
VALUE? 


I 


Ir has been powerfully argued by Dr. Emil Kauder that “ the analysis 
of subjective elements in economic valuation starts with Aristotle,” and 
that “‘ French, Italian and Swiss authors of the enlightenment have so 
perfected this analysis, that it might have been possible during the time of 
Adam Smith to base a system of political economy entirely on marginal 
utility calculation.” * We are not, of course, attempting any kind of 
assessment of Dr. Kauder’s learned case, but aim only at calling attention to 
two points of contrast concerning Adam Smith’s treatment of value. These 
points come at such a vital turning-point in the history of economic thought 
that they deserve more emphasis and examination in the many discussions 
of Smith’s fundamental ideas than they have hitherto received. 

First, there is the contrast between Smith’s treatment of value and that 
of his Scottish predecessors, Gershom Carmichael and his teacher Francis 
Hutcheson; and secondly, there is the contrast between Smith’s own treat- 
ment in his Lectures of 1762-63 and that in the Wealth of Nations. The 
doctrines on value taught by “ the never-to-be-forgotten Dr. Hutcheson ” 
had come from Puffendorf via Gershom Carmichael. Before Puffendorf these 
ideas can be traced back through Grotius to the Aristotelian tradition. 
Hutcheson’s treatment of value anticipates not so much the more one-sided 
utility theory of Jevons and Menger, but rather the well-balanced, dual, 
“ both-blades-of-the-scissors ”? analysis of Marshal Whether or not Smith 
did know, or could have reasonably been expected to explore, much of the 
relevant writings of Davanzatti, Montanari, Galiani, Turgot, Condillac and 
Bernoulli (set out so illuminatingly by Dr. Kauder), the ideas of Puffendorf, 
Carmichael and Hutcheson were fully at his disposal to build on had he 
wished. It is interesting to see to what extent Smith, in the Wealth of 
Nations, chose to alter decisively the emphasis of his approach to value at the 

1 It is a pleasure for one of the authors (W. L. Taylor) to record the helpfulness, counsel and 
stimulating suggestions, and to acknowledge the valuable co-operation he received, from Mr. T. W. 
Hutchison of the London School of Economics in the preparation of an earlier draft of this paper. 

* E. Kauder, “‘ Genesis of the Marginal Utility Theory,” Economic Journat, Vol. LXIII, 


September 1953, pp. 638 ff. 
No. 266.—voL. Lxvu. Oo 
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expense of the ideas of scarcity and usefulness stressed by Hutcheson (and to 
some extent by Smith himself in his Lectures in 1762-63) in the direction of a 
one-sided, almost exclusive emphasis on labour and cost of production. 

Puffendorf’s brief discussion of value lays direct emphasis on the two basic 
elements of usefulness and scarcity,’ fundamental concepts which were clearly 
indicated and transmitted by Puffendorf and his Scottish followers to Adam 
Smith. 

Puffendorf’s ideas on value came to Hutcheson via Gershom Carmichael 
(1672(?)-1729), Hutcheson’s teacher and immediate predecessor in the 
Glasgow Chair of Moral Philosophy, and the first professorial occupant of 
that most celebrated of chairs. Carmichael translated Puffendorf’s De 
Officio into Latin and added a critical expository commentary in footnotes, 
Hutcheson himself said that Carmichael was “‘ by far the best commentator” 
on Puffendorf and that “ the notes are of much more value than the text.” ? 
To the brief chapter on value Carmichael adds some half-dozen notes, 
including some of the greatest acuteness, which show a clear and masterly 
grasp of the various fundamental elements of the value problem, as, for 
example, in the following summary: 


“In general we may say that the value of goods depends on these 
two elements, their scarcity and the difficulty of acquiring them. ... 
Furthermore, scarcity is to be regarded as combining two elements, 
the number of those demanding (the good) and the usefulness thought 
to inhere in the good or service and which can add to the utility or 
pleasure of human life.” 


In another note Carmichael lays further emphasis on the subjective 
element by pointing out that the usefulness or “‘ aptitude,’ which is an 
essential constituent of value, may be real or imagined (p. 249). 


1 Here is an English version of some of the relevant passages in Puffendorf’s De Officio, Chapter 
XIV: “ The natural Ground of the Common Value, is that Fitness which any Thing or Action has 
for supplying, either mediately or immediately, the Necessities of Humane Life, and rendring the 
same more easie or more comfortable. Hence it is we call those things which are not of any Us 
to us, Things of no value. There are nevertheless some things most useful to Humane Life, which are 
not understood to fall under any determinate Price or Value”; (e.g., the upper Regions of the Air, 
the Sky, and the Heavnly Bodies, the clear Light of the Sun, the serene and pure Air) . . . the necessily 
of the thing or its extraordinary [/sefulness is not always regarded; but on the contrary we see those 
things are of the least account or Value, without which Human Life is least able to subsist; and 
therefore not without the singular Providence of Almighty God, Nature has been very bountiful in 
providing plentiful store of those things. But the rarity or Scarceness of Things conduces chiefly to 
the enhancing their Value... .’’ The Whole Duty of Man According to the Law of Nature, by that 
famous Civilian Samuel Puffendorf. Translated by F. C. (London, M DC XCI), pp. 165-7. 

2 F, Hutcheson, Introduction to Moral Philosophy, 1747, p. i. 

3 See p. 247 n. of Carmichael’s edition of Puffendorf’s De Officio (2nd ed., Edinburgh, 1724): 
“‘In genere hic dici potest. Pretium rerum ex his duobus capitibus pendere, Indigentia, et Ad- 
quirendi difficultate. . . . Indigentia, sc., porro ex duobus aestimatur, numero sc. amientium, et apti- 
tudine, quam isti rei vel operae inesse putant, qua ad vitae humanae usum aut voluptatem aliquid 
conferre possit.”” Very little seems to have come down about Carmichael, though he was the 
founder of the Glasgow school of moral philosophy. For further details of his life and career, see 
W. L. Taylor, ‘‘ Gershom Carmichael, a Neglected Figure in British Political Economy,” The 
South African Fournal of Economics, Vol. 23, September 1955, pp. 251 ff. 
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Hutcheson’s teachings on value follow very closely those of Puffendorf, 
as further sharpened and developed by his almost forgotten teacher, Car- 
michael. These ideas have not been completely neglected, since Edwin 
Cannan quoted two or three paragraphs on the subject from the Introduction 
to Moral Philosophy (1747).1_ But Hutcheson’s brief treatment deserves con- 
siderably more attention than it has yet received, both for its own sake and 
as a contrast to the treatment of Adam Smith in the Wealth of Nations. 
Hutcheson’s fullest discussion comes on pp. 53-5 of Volume II of his System 
of Moral Philosophy (1755) : 


“ The natural ground of all value or price is some sort of use which 
goods afford in life; this is prerequisite to all estimation. But the 
prices or values in commerce do not at all follow the real use or im- 
portance of goods for the support, or natural pleasure of life... . 
When some aptitude to human life is presupposed, we shall find that 
the prices of goods depend on these two jointly, the demand on account 
of some use or other which many desire, and the difficulty of acquiring, 
or cultivating for human use.” 


“Use ” is defined by Hutcheson as: 


“Not only a natural subserviency to our support, or to some 
natural pleasure, but any tendency to give any satisfaction, by pre- 
vailing custom or fancy, as a matter of ornament or distinction.” 


“Difficulty of acquiring ”’ is explained in terms of scarcity as: 


Not only a great labour, or toil, but all other circumstances which 
prevent a great bays | of the goods or performances demanded. .. . 
Price is increased by the rarity or scarcity of the materials in nature, or 
such accidents as prevent plentiful crops of certain fruits of the earth; 
and the great ingenuity and nice taste requisite in the artists to finish 
well some works of art, as men of such genius are rare. The value is 
also raised, by the dignity of station in which according to the custom 
of a country, the men must live who provide us with certain goods, or 
works of art.” 


Hutcheson summarised as follows: 


‘When there is no demand, there is no price, were the difficulty of 
acquiring never so great; and were there no difficulty of labour requisite 
to acquire, the most universal demand will not-cause a price; as we see 
in fresh water in these climates. Where the demand for these two sorts 
of goods is equal, the prices are as the difficulty. Where the difficulty 
is equal, the prices are as the demand ”’ (italics supplied). 


This discussion aims at drawing attention to some significant contrasts 
with Smith’s treatment of value in the Wealth of Nations. The famous 
explicit treatment of utility and value, consisting of the single paragraph 
on “ value-in-use ” and “‘ value-in-exchange,” appears in Book I, Chapter IV. 
This brief discussion is rounded off by a lengthy elaboration of a labour and 
cost of production analysis and of a labour standard of value (“ utility ” or 


1 See E. Cannan, Review of Economic Theory (London, 1929), p. 160. 
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** value-in-use ’”? having been dismissed from the scene). Various other 
aspects of value theory are touched on in passing, for example, in Book I, 
Chapters V, VI and VII. Again in Chapter II, Part II, in discussing the 
prices of the precious metals, Smith states that the demand for them arises 
partly from their utility, and partly from their beauty, and mentions that the 
qualities of utility, beauty and scarcity are the basis of the high prices of the 
precious metals. But unlike his immediate Scottish predecessors, who 
placed the term and concept of scarcity in a central and dominant position 
in their treatment of value, Smith, in these few digressions from his definitive 
treatment of value, includes the idea of scarcity implicitly, but not explicitly, 

(a) In contrast with Hutcheson’s emphasis on “ some sort of use ”’ being 
“a natural ground of all value or price,’ Smith lays it down (Book J, 
Chapter 4) that “ utility ’’ or “‘ value-in-use ”’ is not a necessary ingredient of 
exchange value, since things “‘ which have the greatest value in exchange 
have frequently little or no value in use ” (or “‘ utility ’’), e.g., diamonds.! 

(b) Whereas Carmichael and Hutcheson by “use” or “ usefulness” 
meant something closely similar to the concept of utility as required and 
employed in modern value theory (i.e., power to satisfy any kind of want, 
“real”? or “imagined,”’ basic or ornamental), Smith, in the Wealth of 
Nations, resorts to a narrower ethically tinged sense of “ utility ’’ (according 
to which diamonds have little or no utility). 

(c) While Smith makes only passing reference to the fundamental term 
“ scarcity’ and makes no reference to it at any critical point in his dis- 
cussion of value, both the term and the concept of scarcity (or “ difficulty ”) 
had a very central place in the chapters of Puffendo:f and Hutcheson and had 
been very clearly emphasised in the two sentences of Carmichael.” 

The broad general influence of Hutcheson on Smith seems generally to 


1 L. H. Haney, History of Economic Thought (New York, 1936), p. 217, points out that Smith’s 
distinction between value-in-use and value-in-exchange seems to correspond with the idea of 
valeur usuelle and valuer venale as held by Quesnay and the Physiocrats. 

Paul H. Douglas, in his lecture ‘‘Smith’s Theory of Value and Distribution” in Adam Smith, 
1776-1926; Lectures to Commemorate the Sesquicentennial of the Publication of the ** Wealth of Nations,” 
edited by J. M. Clark (Chicago: The University of Chicago Press, 1928), p. 78, goes so far as to say 
of Smith’s treatment of “ utility”’ in the Wealth of Nations: ‘‘ Not only is utility not a determinant of 
exchange value, but—and here Smith goes farther than Ricardo and later exponents of the labour 
theory of value—it is not even a necessary prerequisite.” 

2 Halévy remarks on Hutcheson’s discussion of ‘‘ use” and value, that his language is “‘ more 
exact than Smith’s on two points: By ‘ use’ Hutcheson, differing from Adam Smith, means not 
only natural or reasonable utility, but also any aptitude to produce a pleasure which is founded on 
custom or fashion: and, above all, by ‘ difficulty of acquiring,’ he means not only the amount of 
work necessary in order to produce or to obtain the object, but, in a more general way, the scarcity 
of which this difficulty is only a particular instance.” Elie Halévy, The Growth of Philosophic Radical- 
ism, translated by Mary Morris, with a Preface by A. D. Lindsay (London, 1928), p. 96. Accord- 
ing to Halévy, Smith ‘‘ had the choice between two perfectly distinct traditional doctrines” on 
value: that represented by Puffendorf and Hutcheson, who based value on utility and scarcity, 
and that represented by Locke, who based value on labour. Halévy suggests that “it is a curious 
question ” why Smith and subsequent economists chose to follow what he describes as the tradition 
of Locke. Whether or not this is a fully satisfactory description of Locke’s ideas on value, it seems 
quite clear that Smith could have chosen, but in the Wealth of Nations all but completely discarded, 
the most important elements in the doctrines of Puffendorf and Hutcheson. 
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have been assumed, or even sometimes explicitly stated, to cover their ideas 
on value, as for example, when Smith’s distinguished biographer, John Rae, 
wrote that Hutcheson’s “‘ remarks on value contain what reads like a first 
draft of Smith’s famous passage on value in use and value in exchange.””! It is 
suggested, on the contrary, that the texts justify us in suggesting that the 
differences, as they stand, have far more fundamental implications than any 
similarities, and that these differences are all the more crucial considering 
that we are surely here at a major turning point in the history of economic 
thought. 


II 


In the light of this first contrast between Hutcheson’s ideas on value and 
those of the Wealth of Nations some further examination and emphasis may be 
appropriate regarding the contrast between Smith’s treatment of value in 
the Lectures of 1762-63 and his definitive treatment in the Wealth of Nations.* 
The second contrast is based on two passages in the Lectures: 

(a2) The two opening sections of the division of the Lectures devoted to 
political economy are entitled (by Cannan) Of the Natural Wants of Mankind 
and That all the Arts are subservient to the Natural Wants of Mankind. Cannan 
points out that there is nothing corresponding to these two sections at the 
beginning of, or later on in, the Wealth of Nations, though almost all the other 
important sections of this part of the Lectures match up with the opening 
chapters in the Wealth of Nations. He wrote— 


**It is not easy to explain why the first two sections were omitted 
from the Wealth of Nations, and the fact will be regretted by those who 
ask for a theory of consumption as a preliminary to the other parts of 
political economy.”’ § 


From the opening sentences Smith links his general subject of Cheapness 
and Plenty (“‘ or, which is the same theory, the most proper way of procuring 
wealth and abundance’), directly with the ideas of plenty and scarcity; 
and like Puffendorf and Hutcheson, and unlike his own later positive treat- 
ment in the Wealth of Nations, Smith introduces this fundamental concept into 
his explanation of the water-and-diamonds paradox. 


“It is only on account of the plenty of water that it is so cheap as 
to be got for the lifting; and on account of the scarcity of diamonds (for 
their real use seems not yet to be discovered) that they are so dear.” * 


1 See J. Rae, Life of Adam Smith (London, 1895), p. 14. This passage is quoted approvingly 
by W. R. Scott, Francis Hutcheson (Cambridge, 1900), p. 237, who adds, however: “‘ It should be 
noted that while Hutcheson emphasises the position of labour he does not make it the sole distin- 
guishing characteristic of wealth, for he also adds the limitation of supply and appropriation—as for 
instance, ‘ the rarity or scarcity of the materials in nature etc.’”’ Surely this is an absolutely 
fundamental addition by Hutcheson, particularly as Hutcheson, as in one of the quotations above, 
relates scarcity to demand. 

* See E. Cannan, Review of Economic Theory, p. 164, and Marian Bowley, Nassau Senior and Classical 
Economics (reprinted New York, 1949), pp. 67-9, who have also touched on the differing treatments 
of value in Smith’s Lectures and the Wealth of Nations. 

* E. Cannan, Lectures of Adam Smith (Oxford, 1896), Editor’s ‘‘ Introduction,” p. xxvii. 
* Ibid., p. 157. 
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Moreover, Smith in this opening section is mainly concerned to point out 
that most of the production of a community, when any considerable division 
of labour has developed, is for meeting not basic “‘ natural ”’ wants but those 
springing from the love of variety or delicacy of taste, on account of which 
gems of diamonds, for example, are ‘‘ much esteemed by us,”’ though iron is 
far ‘‘ more useful.” 

Certainly these two opening sections in the Lectures are, at most, general 
discussions of ‘‘ wants and their satisfactions,” yet surely their presence marks 
a most significant contrast with what has often not unreasonably been con- 
strued to be the one-sided general emphasis on labour and production in the 
Wealth of Nations. 

(b) The second point of contrast relates to Section 7 (in this division of 
the Lectures), What Circumstances regulate the Price of Commodities, as compared 
with the corresponding Chapter VII in the Wealth of Nations on natural and 
market price. In this chapter we are simply told about market price that it— 


“* is regulated by the proportion between the quantity which is actually 
brought to the market, and the demand of those who are willing to pay 
the natural price.” } 


We are given no further word of explanation or analysis of “‘ demand” 
beyond that we are to understand by “‘ demand,” “ effectual demand ”’ and 
not the “‘ absolute ’’ demand which a poor man might have for a coach and 
six (ibid.). While Puffendorf, Carmichael and Hutcheson explicitly put the 
term and concept of scarcity in a crucial and vital place in their analysis, 
Smith makes no direct reference to “‘ use ’’ or usefulness, and only includes 
the concept of scarcity in an implicit fashion, e.g.— 


**A competition will immediately begin among them, [buyers] 
and the market price will rise more or less above the natural price, 
according as either the greatness of the deficiency, or the wealth... 
of the competitors happened to animate more or less the eagerness of 
the competition. Among competitors of equal wealth and luxury the 
same deficiency will generally occasion a more or less eager competition, 
according as the acquisition of the commodity happens to be of more or 
less importance to them.” ? 


These ideas of scarcity and utility are basically essential for any satisfactory 
treatment of value theory; yet Smith tended to turn away from them and 
emphasise the role of labour. 

In the Lectures we are given three determinants of market price: 


** First, the demand, or need for the commodity. There is no 
demand for a thing of little use; it is not a rational object of desire. 

Secondly, the abundance or scarcity of the commodity in pro- 
portion to the need of it. If the commodity be scarce, the price is 
raised, but if the quantity be more than is sufficient to supply the demand, 


1 A. Smith, Wealth of Nations, Cannan Edition (London, 1950), Vol. I, p. 58. 
® Ibid., pp. 58-9. 
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the price falls. Thus it is that diamonds and other precious stones are 
dear, while iron, which is more useful, is so many times cheaper, though 
this depends principally on the last cause, viz. :— 

Thirdly, the riches or poverty of those who demand ” (p. 176). 


The Lectures do not go further on this subject than these headings. But 
the explicit presence of these ideas, the perceptive connection and lucid 
linking together in a basic and fundamental explanation of utility, scarcity 
and demand (in the manner of Hutcheson and Carmichael) may be held to 
mark a certain contrast with the treatment devoted to this problem in the 
Wealth of Nations. 

In direct contradiction with the famous statement in the Wealth of 
Nations, it is noteworthy in the above passage that diamonds in fact have, and 
must have, considerable “‘ use ’’ from the fact of their being demanded, and 
very much demanded, since their price is raised thereby above the price of 
iron, in spite of the latter being ‘‘ more useful ”’ (7.e., having a greater total 
utility). It has been noted above that Smith had previously held that no 
“ real use ’’ had yet been discovered for diamonds, so his treatment of use and 
utility appears somewhat inconsistent in the Lectures. But Smith here is 
inconsistently right, and we prefer economists who are inconsistently right to 
those who are consistently wrong. 

It would be dangerous to lay much store on the precise wording of the 
ideas presented in the Lectures, and it is quite impossible (as Scott argued 
against Cannan) to conclude from the omission of a subject or idea from the 
Lectures that it had not occurred to, or been treated by, Smith in 1762-63. 
But the approach to and ideas on value of the Aristotle—Puffendorf- 
Carmichael—Hutcheson tradition are all explicitly, if not so very compactly 
and consistently, set out in the Lectures, and it can at least be safely assumed 
that they are not the invention of a note-taker. In fact, according to Scott,} 
itcan be assumed that Smith probably gave them a much fuller treatment 
than is apparent from the text of the notes.? 

Referring to Smith’s treatment in the Wealth of Nations, Dr. Kauder 
concludes his review of seventeenth- and eighteenth-century utility theorists 
with the following judgement on Smith: 


“Yet it was the tragedy of these writers that they wrote in vain, 
they were soon forgotten. . . . Instead, the father of our economic 


1 W. R. Scott, ‘‘ The Manuscript of An Early Draft of Part of The Wealth of Nations,” Economic 
Journat, Vol. XLV, September 1935, p. 431. 

* The manuscript of the opening chapters of An Early Draft of the Wealth of Nations, (c. 1763) 
(printed by W. R. Scott in his Adam Smith as Student and Professor, pp. 322 ff.) dates apparently 
from 1763, just after the Lectures, but may already be said to mark a transition towards the Wealth 
of Nations. The manuscript volume begins with a chapter headed ‘‘ Chapter 2,” the substance of 
which was to become Chapters I and II in the Wealth of Nations. The Chapter I still apparently 
intended, but not in fact included in the 1763 manuscript, would presumably have covered the 
subject of wants and their satisfaction, discussed in the first two sections of the Lectures, but finally 
omitted from the Wealth of Nations. The chapter on price in the manuscript (Chapter 3) is simply 
an outline of headings which follows the Lectures in setting out three determinants of market price 
and specifically mentions needs and scarcity, but even more briefly than in the Lectures. 
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science wrote that water has a great utility and small value. With these 
few words Adam Smith had made waste and rubbish out of the thinking 
of 2,000 years. The chance to start in 1776 instead of 1870 with a more 
correct knowledge of value principles had been missed ”’ (p. 650). 


These are rather strong words, and in spite of the tantalising anticipations 
before 1776 of modern utility theory to which Dr. Kauder (from post-1870 
hindsight) has been able to refer, it may still appear an unreasonably harsh 
judgment. But Smith certainly did know the ideas on value of Hutcheson 
and Carmichael, which also had roots two thousand years old in Aristotle, 
and had, in fact, expounded them in his Lectures. 

If the above quotation from the Lectures (p. 176) on demand, use and 
scarcity had appeared in the text of the Wealth of Nations, and if, on the other 
hand, the famous paragraph in the Wealth of Nations on value-in-use and 
value-in-exchange (where it is suggested that utility is not a necessary pre- 
requisite of value-in-exchange) had occurred in the Lectures, then it could be 
undoubtedly claimed that, at this point, the Lectures give a garbled and in- 
complete account of Smith’s ideas. It could also be pointed out that the 
correct and definitive account could be found, where one would expect to 
find it, in the magnum opus which took him so long to write. But as it is, the 
‘correct and definitive’? treatment comes second-hand from much abbre- 
viated notes of earlier lectures, and the garbled and incomplete version in the 
finished magnum opus. It seems that there may always remain a certain rather 
fascinating aura of mystery as to why the most crucial elements in these ideas 
were hidden in the background of the Wealth of Nations almost as though by 
some deliberate process of censorship. 

If one is an upholder of the labour theory of value one can wholeheartedly 
applaud the new and different emphasis Smith adopted in the Wealth of 
Nations in his treatment of the fundamentals of value. But if one considers 
that the ideas of scarcity and “ usefulness ” are basic and essential for any 
satisfactory treatment, or if one even defines the subject-matter of economic 
science in terms of the scarcity concept, then there can be only regret for 
Smith’s new emphasis given with such vastly influential consequences in 
the Wealth of Nations, which led on to at least a serious under-emphasis on, 
and, at times, to the almost complete eclipse of, these ideas in British political 
economy for nearly a hundred years.1_ Smith’s treatment of value appears 


1 The eloquent comments of Paul H. Douglas may be recalled: ‘‘ By failing to follow up the 
hints which these writers (Locke and Harris) had developed, Smith helped to divert the writers of 
the English Classical school into a cul-de-sac from which they did not emerge, in so far as their 
value theory was concerned, for nearly a century, while he also helped . . . to give rise to the eco- 
nomic doctrines of nineteenth-century socialism... . There are, it seems to me, few more unfair 
instances in economic thought than the almost complete unanimity with which the English-speaking 
economists of the chair have heaped condemnation upon the over-worked and poverty-stricken 
Marx, who worked under such great difficulties, and, save for the comments of Jevons and a few 
others, have heaped praises upon Smith and Ricardo. The failure was the failure not of one man 
but of a philosophy of value, and the roots of the ultimate contradiction made manifest to the world 
in the third volume of Das Kapital lie embedded in the first volume of the Wealth of Nations,” (op. cit. 
pp. 80 and 95). 
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as a profoundly consequential divagation from the main path of European 
thinking, a divagation very many of the steps in which had subsequently 
to be retraced. 


Ill 


It is one thing to pose a problem in the transmission of ideas; but it is 
another and most unsatisfactory thing to leave it as an unsolved problem. 
Dr. Kauder attempts no solution of the problem of why Adam Smith “‘ made 
waste and rubbish out of the thinking of two thousand years ”’—if one 
excludes the cheap corollary that it must be because Adam Smith was neither 
as learned nor as perceptive as Dr. Kauder himself. But, as has been shown 
above, the pupil of Francis Hutcheson and the lecturer of 1762-63 could 
hardly make use of the bluff Johnsonian riposte, “‘ Sir, it was pure ignorance.” 

It is, of course, rather hard to saddle so unoriginal and derivative a writer 
as the Adam Smith of this Schumpeterian age with making waste of so many 
years of effective thought with these few words: “ water has a great utility 
and asmall value.” 4 For these few words are indeed even more than second- 
hand. The contrast also goes backwards almost 2,000 years in the history 
of thought; the very phrasing is an echo of the same illustration given by 
John Law in 1705, and the same way of putting it is shared not only by 
Francis Hutcheson, who taught him, but even by Samuel Puffendorf, who 
was put forward by Dr. Kauder as a model whom Adam Smith would have 
done well to follow. 


“* Those things are of the least account of Value [remarked Puffen- 
dorf] without which Human Life is least able to subsist; and there- 
fore not without the most singular Providence of Almighty God, 
Nature has been very bountiful in providing a plentiful store of those 
things. [But] the wanton Luxury of Mankind has set extravagant Rates 
upon many things which Humane life might very well be without, for 
instance upon Pearls and Jewels.” 8 


Admitting all the myopia with which Smith may have viewed the pro- 
position, it is difficult to sustain that by adopting it he was discarding the 
valuable traditions of 2,000 years. He used few words because he was 
merely echoing something he regarded as traditional, trite and obvious, and, 
in doing so, can hardly be accused of drawing a fresh curtain of his own 
devising over a long tradition of price theory based on utility. 

It might be remembered that Von Wieser himself treated this ‘‘ paradox 
of value ’’ with considerably more respect. Indeed, he started his great work 
on Natural Value by pointing out that it would appear obvious to any 


1 E. Kauder, op. cit., p. 650. Adam Smith’s “‘ few words,” in fact, have a homelier ring than 
those ascribed to him. ‘‘ Nothing is more useful than water; but it will purchase scarce any thing; 
scarce any thing can be had in exchange for it. A diamond, on the contrary, has scarce any value 
inuse; but a very great quantity of other goods may frequently be had in exchange for it ” (Wealth 
of Nations, Cannan edition (London, 1950), Vol. I, p. 30). 

* Conveniently reproduced in E. Cannan, Review of Economic Theory (London, 1929), p. 159. 
* Samuel Puffendorf, op. cit.. pp. 167-8. 
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intelligent business-man, as it did to the early theorists, that the value of things 
was derived from their utility. But facts, including the paradox that 
“ things which have a great deal of use have often a smaller value than those 
which have little use,”’ showed that this conclusion was not so obvious, after 
all, but on the contrary, “‘ as often and as strikingly, that value is in agree. 
ment with the exact antithesis of use—namely with costs.” 

As a result, Von Wieser pointed out, for a long time many of the best 
writers on value refused to consider utility as the source of value, but asserted 
that the value of goods comes from the difficulty of their attainment and is 
proportionate toit. On the other hand, most of those who have based their 
theory on utility have been manifestly unsatisfactory : 


** They have either placed themselves in contradiction to the facts 

. without explaining away the contradiction, or laid so much stress 
on these facts that, in the end, they can scarcely be distinguished from 
those writers who have rejected the principle of utility, except by their 
express avowal of that principle.” + 


One could hardly deny that Daniel Bernoulli, as early as 1738, had made 
an attempt—in the diagram and accompanying explanation given by Dr. 
Kauder—to give geometrical representation to the use of the differential 
calculus to represent the diminishing marginal utility of additions to a man’s 
fortune. But it is done upon the basis of an assumption concerning the re- 
lationship between this marginal utility and the size of the man’s existing 
fortune which is purely arbitrary (viz., inverse proportionality), and his 
geometry does no more than illustrate the assumption. Adam Smith would 
not have flinched from the interpersonal comparison or from the assumption 
that the marginal utility of an addition to (or, at any rate, subtraction from) 
the greater fortune was less than that of a similar addition to the smaller 
fortune. But he was certainly suspicious enough of the Political Arith- 
metician to distrust the spurious trick of pretending to give precise measure- 
ment to what was mere assumption. 

It is not immediately apparent from Bernoulli’s explanation (as there 
given) that the relative curve SS, in the diagram (SS in the text) represents, 
as it must, the total utility derived from additions to a basic fortune; its 
shape depends upon the particular—and unconvincing—assumption made, 
and it surely postulates a good deal of post-1870 hindsight to read into this 
apparently rather inadequately explained diagram what we are told Adam 
Smith might have built upon in 1776. 

The marginal-utility analysis which was developed after 1870 was an 
analysis applied to the problem of individual values, on the basis of different 
quantities of individual commodities already possessed or different rates of 
acquisition of commodities. There is no hint that Bernoulli’s purely formal 

1 F, Von Wieser, Natural Value, English Translation by Mrs. C. Malloch, ed. W. Smart (London, 
1893), pp. 3-5. 
2 Adam Smith: Theory of Moral Sentiments (1759), Bohn Standard Library Edition (Lendon, 


1853), Pt. III, Ch. 3, p. 195. ‘‘ The poor man must neither depend nor steal from the rich, though 
the acquisition might be much more beneficial to the one than the loss could be hurtful to the other.” 
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illustration of what can be interpreted as a particular rate of diminishing 
marginal utility of money can be applied to the problem of individual prices. 
Moreover, on a straightforward interpretation of the wording given, Ber- 
noulli’s discovery would seem to have taken place in the course of a piece of 
reasoning which assumes implicitly that the total utility of 100,000 ducats 
is the same as the total utility of 50,000 ducats!+ It is true that, with post- 
1870 hindsight we can interpret otherwise the statement ‘then for the 
wealthier person one ducat is worth as much as one half ducat for the poorer 
person.”’ But the obvious pre-1870 reading would have been that Bernoulli’s 
“worth ”’ of each ducat or half-ducat was something capable of addition to 
give this surprising result; only since 1870 could the more sophisticated 
reading be generally adopted, that it means only “ marginal utility’ and 
that summation is impossible. 

When Adam Smith is blamed for not building out of these thoughts the 
new science of political economy, the question surely arises whether one could 
have expected him to build upon a foundation of such arrant nonsense as this 
last supposition must at the time have appeared to be. But why did he not, 
in the Wealth of Nations, build upon his own earlier propositions that the 
market price of a commodity was based on: 


“* First, the demand, or need for the commodity. . . . Secondly, 
the abundance or scarceness of the commodity in proportion to the 
need of it. ... Thirdly, the riches or poverty of those who 
demand... .”?? 


The answer would appear to be, in the first place, that Adam Smith 
felt that this sort of subjective analysis was leading nowhere. It had not so 
far proved capable of being employed in any actual quantitative measure- 
ment, while even had he been aware of Bernoulli’s illustration, since this 
posited equal utilities derived from the possession of two very different 
fortunes, it might not have proved very encouraging to pursue it further. 

That Adam Smith turned his back upon utility largely because it did not 
seem to provide more than vague generalisations is not difficult to imagine. 
Yet perhaps he did not turn his back upon it so decisively as is usually 
supposed. 

Two fundamental ideas running through the Wealth of Nations may be 
regarded as evidence of this. The first is the stress which Adam Smith laid 
upon men’s propensity to barter as the origin of a socio-economic organisa- 
tion based on the division of labour. It would seem doubtful that Adam 
Smith had really abandoned the primacy of subjective estimates of utility 
as a determinant of value, when his whole system is bound up with the 
existence of a society in which the different individuals implicitly offer: 
“Give me that which I want, and you shall have this which you want,” in 
which “‘ every man thus lives by exchanging, or becomes in some measure a 
merchant, and the society itself grows to be what is properly a commercial 


1 E. Kauder, op. cit., p. 648. 2 Lectures, pp. 176-7 (see above p. 187). 
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society.” Clearly this depends upon different subjective valuations of the 
objects of exchange. 

The second lies, of course, in his stress on there being a necessary con- 
nection between the apparently independent sets of prices comprised under 
his classification of “ natural price ” and “ market price.”’ This was already 
formulated in the Lectures (p. 173), but it formed a more important feature of 
the Wealth of Nations. The ‘“ Early Draft’ published by Professor Scott is 
clearly a link between Adam Smith’s earliest formulation and his final one, 
for it sets out both elements of which only one, a piece (and that a different 
one each time) is stressed almost to the exclusion of the other in the Lectures 
and in the Wealth of Nations.” 

What is the essential difference between the Lectures and the Wealth of 
Nations in this respect? Surely that, although in the Lectures, Adam Smith 
asserts that: 


“‘ Of every commodity there are two different prices, which though 
apparently independent, will be found to have a necessary connection, 
viz. the natural price and the market price.” ® 


it there remains little more than an assertion. 

His supply-and-demand formula refers only to market price. His 
natural price formula is applied only to the natural price of labour, and hardly 
goes beyond—if indeed it goes as far as—Cantillon. But in the Wealth of 
Nations, on the other hand, new stress is given to the determinants of natural 
price, by way of the model, designed to explain at one and the same time both 
value and distribution, for which he may have been indebted either to the 
Physiocrats * or to James Oswald of Dunnikier.5 The component parts of 
the price of every commodity can be resolved into the shares of wages, 
profits and rent, and— 


“as the price or exchangeable value of every particular commodity, 
taken separately, resolves itself into some one or other, or all of those 
three parts; so that of all the commodities which compose the whole 
annual produce of the labour of every country, taken complexly, must 
resolve itself into the same three parts, and be parcelled out amongst 
different inhabitants of the country, either as the wages of their labour, 


1 Wealth of Nations, Cannan Edition (London, 1950), Vol. I, pp. 16 and 24. One is tempted 
to bring in collateral evidence from the still more uncompromising exponent of a labour-theory- 
of-value, David Ricardo. In his chapters on the incidence of taxes, Ricardo shows his awareness 
of a theory of consumer’s demand in such characteristic passages as this: ‘‘ Whatever habit has 
rendered delightful will be relinquished with reluctance. . . but this reluctance has its limits. ... 
One man will continue to drink the same quantity of wine, though the price of every bottle should 
be raised three shillings, who would yet relinquish the use of wine rather than pay four. Another, 
will be content to pay four, yet refuse to pay five shillings. .. . Every man has some standard in 
his own mind by which he estimates the value of his enjoyments, but that standard is as various 
as the human character,’ (D. Ricardo, On the Principles of Political Economy and Taxation, Ch. XVI 
(ed. P. Sraffa and M. H. Dobb) (Cambridge University Press, 1951), Vol. 1, p. 241). 

2 W. R. Scott, Adam Smith as Student and Professor (Glasgow, 1937), pp. 345-6. 

3 Lectures, p. 173. 

* Jbid., Gannan’s introduction, pp. xxx-xxxi. 
5 W. R. Scott, Adam Smith as Student and Professor, pp. 117-18, 320-1. 
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the profits of their stock, or the rent of their land. . . . Wages, profit 
and rent are the three original sources of all revenue as well as of all 
exchangeable value.” 2 


Thus the unifying analysis is that there is everywhere an “ ordinary,” 
“average” or “‘ natural” rate of wages, profit and rent which determine 
“natural ”’ prices of commodities. National output (= income) is equivalent 
to the total contribution of the three factors of production co-operating 
through the division of labour. National income (= output) is distributed 
as the payment for the services of these factors. Individual “‘ natural ” 
prices are determined by this distribution, though they also determine the 
distribution, just as in Marshall’s analogy, “‘ when several balls are lying in a 
bowl, they mutually govern one another’s positions.” 

Just in the same way as, in the Lectures, Adam Smith virtually confined 
himself to a rather superficial supply-and-demand theory of market price, 
though asserting a connection with market price and mentioning quite 
incidentally that “labour . . . is the true measure of value” (p. 190), so 
now in the Wealth of Nations, without abandoning the explanation of market 
price via utility and scarcity inherited through Hutcheson, Puffendorf and 
the Scholastics, he concentrated upon what now appeared to him to be the 
more important phenomenon of “ natural price ”’ or normal value, for which 
the traditional utility approach appeared inadequate. 

The explanation must be that, in the Wealth of Nations, Adam Smith had 
cast his thought in a more ambitious role. His eyes were set, not on the 
transient determination of market values but on a long-term demonstration 
of the causes of the variations in the Wealth of Nations in which alone could 
he make clear: 


“That there is in every country what may be called a natural 
balance of industry, or a disposition in the people to apply to each 
species of work precisely in proportion to the demand for that work.” 2 


In the Wealth of Nations Adam Smith was studying the influence of 
society and social institutions upon material welfare, leaving aside the 
various technical considerations which previous authors had always mixed 
up with these. In his Introduction and Plan of the Work he made the main 
points of his analysis quite clear. He was interested in the social causes which 
determine real national income per head. The first major influence of 
social organisation upon economic welfare, as thus conceived, is exerted 
through the division of labour. Hence Adam Smith first devoted attention 
to the reasons why the division of labour leads to an increased produce 
(Book I, Chapter I) and next considered the principle from which the divi- 
sion of labour draws its force, namely, mutual exchange (Chapter IT). 
Then he discussed the limits which determine how far the division of labour 
may proceed (Chapter IIT). 


1 Wealth of Nations (Cannan edition), Vol. I, p. 54. 
2 W. R. Scott, Adam Smith as Student and Professor, p. 346. 
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The division of labour is, on the one hand, derived from a human pro- 
pensity to exchange, and on the other hand, it gives rise to the importance 
of exchange in developed communities. Exchange, in turn, is facilitated by 
the use of money, discussed in Chapter IV, and gives rise to the problems of 
value discussed in Chapters V-VII. He shows that the acts of production 
and valuation proceed pari passu with the distribution of the National 
Product amongst the owners of the co-operant factors of production. And 
so he goes on to discuss wages (Chapter VIII) and profits (Chapter IX), 
connecting them in Chapter X by discussing the principles which give rise 
to differences in earnings for different employments of labour and capital— 
which, incidentally, throws further light upon the share of those two com. 
ponents of the natural price of commodities. Chapter XI completes the 
general picture (and Book I) by discussing rent and the influence of the pro- 
gress of the economy upon the distribution of the product between landlords, 
wage-earners, merchants and master-manufacturers. It contains a long 
digression upon a practical question, to which further reference will have to be 
made, viz., the complications introduced by variations and the value of silver 
itself (the standard measure of value as price) during the past four centuries, 

With increasing division of labour, the economic and social importance 
of capital is enhanced, hence in Book II Adam Smith discussed capital in 
greater detail in five separate chapters, whose inter-relationship was ex- 
plained in a short introduction. In Book III he discussed, with a wealth of 
comparative historical illustration, the ‘ different progress of opulence in 
different nations.”” This is bound up with differences of economic policy, 
such as are discussed in Book IV, which is in the main a discussion of and an 
attack upon mercantilistic principles of regulation which have hindered the 
achievement of a greater national product through the more effective 
division of labour. Having thus, in Books III and IV, examined the in- 
fluence of the state upon economic welfare, in Book V he discussed what 
expenditure the state ought to undertake and how it ought to raise the 
necessary revenue if it was to promote the general welfare at least cost.1 

It is evident that the magnum opus was cast in the mould of a powerful 
unifying conception. Now within this framework it is clear that the 
measurement, in real terms, of the “‘ wealth ” of nations, and in particular 
of its progress, would seem to call for some unvarying standard of value which 
would enable valid comparisons to be made through time. For this purpose, 
market values which depended on momentary whims and fashions on the 
market, on temporary relationships between supply and demand, did not 
appear satisfactory. For this reason, if for no other, it does not appear in- 
explicable that Adam Smith no longer paid so much attention to the lines of 


1 While this analysis of the leading features of the Wealth of Nations is based essentially on Adam 
Smith’s own account of his intentions in the Wealth of Nations itself and on an assessment of how 
far he succeeded in carrying them out, based upon the book as a whole, its formulation has un- 
doubtedly been influenced by the similar one of N. G. Pierson in ‘‘ Het begrip van volksrijkdom,” 
Verspreide Economische Geschriften, D1 I, De methode en theorie der Staathuishoudkunde (Haarlem, 1910), 
pp. 52-3. 
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argument taken over from Hutcheson, which had served well enough in the 
Lectures. 

He now made much more of the distinction between natural (i.¢., 
normal or long-run) price and market price. He showed that over a long 
enough period, market price must be sufficient to cover all costs included in 
the natural price, 7.¢., the sum of the normal wages, profit and rent of the co- 
operant factors of production. He elucidated the relationship further by 
demonstrating that owing to immobilities (e.g., monopolies, lack of know- 
ledge of alternatives, etc.), market price might be kept for quite long periods 
above the natural rate. Incidentally, in discussing the case of the market 
price falling below the natural price, he brought in the concept of a margin 
at which the market price for the whole supply is fixed, i.e., a concept of a 
marginal demand price falling in much the same category as that implied in 
Ricardo’s remarks quoted in note | on p. 192: 


“When the quantity brought to market exceeds the effectual 
demand, it cannot all be sold to those who are willing to pay the whole 
value of the rent, wages and profit, which must be paid in order to bring 
it thither. Some part must Go sold to those who are willing to pay less, 
and 7 low price which they give for it must reduce the price of the 
whole.” } 


In the Wealth of Nations also, he made very much more of the distinction 
between the “real”? and the “nominal” price of commodities. He 
discussed the advantages of making long-term calculations in corn rather 
than money, on the grounds that corn was more likely to maintain stability 
ofits own value. But, as a solution to the problem of finding an invariable 
standard of value, he plumped for labour. 

It is worth while to look at Smith’s own statement of the reasons for his 
choice : 


*“* But as a measure of quantity, such as the natural foot, fathom or 
handful, which is continually varying in its own quantity, can never 
be an accurate measure of the quantity of other things; so a com- 
modity which is itself continually varying in its own value, can never be 
an accurate measure of the value of other commodities. Equal quan- 
tities of labour, at all times and places, may be said to be of equal value 
to the labourer, in his ordinary state of health, strength and spirits; 
in the ordinary degree of his skill and dexterity, he must always lay 
down the same portion of his ease, his liberty and his happiness. The 
price which he pays must always be the same, whatever may be the 
quantity of goods which he receives in return for it. Of these, indeed, 
it may sometimes purchase a greater and sometimes a smaller quantity ; 
but it is their value which varies, not that of the labour which purchases 
them. At all times and places that is dear which it is difficult to come 
at, or which it costs much labour to acquire; and that cheap which is to 
be had easily, or with very little labour. Labour alone, therefore, 
never varying in its own value, is alone the ultimate and real standard 


1 Wealth of Nations (Cannan Edition), Vol. I, p. 59. 
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by which the value of all commodities can at all times and places be 
estimated and compared. It is their real price; money is their 
nominal price only.”’ + 


This is clearly based upon a definite psychological assumption regarding 
the disutility or real cost of labour. The assumption is surely erroneous; 
but the problem involved is of such fundamental importance that there is 
little mystery about the reasons why Adam Smith, once having set his mind 
to this problem of inter-temporal comparisons, should have put aside his 
earlier approach to problems of value based on the ideas of scarcity and 
usefulness in favour of “‘ a one-sided, almost exclusive emphasis on labour 
and cost of production.” Nor, indeed, are the ideas of scarcity and usefil- 
ness abandoned; they are merely taken for granted. When Adam Smith, 
in the passage just quoted, or in the succeeding one, plumped not merely for 
labour but for the amount of labour commanded in the market, as providing 
the measure of the real price of everything, he was not excluding those in- 
evitable market forces; he was merely tackling a different problem: 


** The real price of every thing, what every thing really costs to the 
man who wants to acquire it, is the toil and trouble of acquiring it. . . . 


That money or those goods . . . contain the value of a certain quantity 
of labour which we exchange for what 1s supposed at the time to contain the 
value of an equal quantity . . . it was not by gold or by silver but by 


labour, that all the wealth of the world was originally purchased; and 
its value, to those who possess it, and who want to exchange it for new 
productions, is precisely equal to the quantity of labour which it can 
enable them to purchase or command.” * 


As Malthus put it, accepting Samuel Bailey’s view that “‘ value, in its 
ultimate sense, appears to mean the esteem in which any object is held,” he 
would on that very basis choose the amount of labour commanded by the 
commodity at two different periods as providing the most certain measure of 
changes in the esteem in which it was held.® 

Unfortunately, while upon Adam Smith’s assumptions regarding the real 
cost of his labour always remaining the same to the labourer, the amount of 
labour commanded would provide a standard measure of value, this must 
be regarded as irrelevant to the problems of what determine values, since no 


1 Wealth of Nations (Cannan Edition), Vol. I, p. 35. 

2 Ibid., Vol. I, pp. 32-3. 

$ T. R. Malthus, Definitions in Political Economy, 1827 (reprinted New York, 1954), pp. 126, 165. 
In fact, Malthus went further, and while rejecting the “‘ labour embodied ” as the measure of the 
value of a commodity, still asked ‘‘ whether the labour required to produce a commodity does not, 
beyond all comparison, express more nearly the esteem in which the commodity is held than a 
reference to some other commodity, the producing labour of which is utterly unknown, and may 
therefore be one day or one thousand years?” Malthus was the economist amongst Smith’s 
immediate successors to whom the importance of the problem of making valid comparisons through 
time was most apparent, and his remarks therefore form a valuable commentary upon Adam 
Smith’s intentions. See also his Principles of Political Economy, 2nd edition, 1836 (reprinted New 
York, 1951); especially the ‘‘ Advertisement,”’ pp. vii-xi, and Chapter II, especially Sections 
V-VI, pp. 93-122. 
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satisfactory explanation is offered as to why the price of any article should be 
such as to command any given quantity oflabour. The different nature of the 

roblems was obscured by an attempt to link ‘‘ labour ’’ in another way with 
the problem of normal or “ natural ’’ values, in which an illegitimate trans- 
ference was attempted from a simplified model of a primitive society to a 
realistic model of a more developed one. 

In assessing the component parts of “ natural ’”’ prices of commodities, 
which are equivalent to the total factor payments necessary to ensure con- 
tinuity of supplies to the market, Adam Smith made the amount of labour 
expended or embodied in production the sole source of the particular value of 
commodities in primitive communities, to which “ natural ”’ profit and 
“natural ”’ rent had to be added in the case of more developed communities.+ 
But he gave no satisfactory explanation of these added elements; and he left 
a confusion here which Ricardo (who seems to have had a different view 
from the one put forward here regarding Adam Smith’s intentions) con- 
founded still further in his attempt to bring in logical consistency.” 

If a true explanation is given here of the reasons for Adam Smith turning 
from “‘ scarcity and utility ’ to a labour theory of value, did he not, in fact, 
do more for the progress of economics by a grand failure in an impossible but 
fundamental task, than he would have done, had he been content to add a 4 
seventh rung or even to strengthen some of the existing steps in the rickety 
ladder of subjective-value theory such as, according to Dr. Kauder, it 
appeared in 1776? Economics has remained less than a science because, 
in spite of all efforts, no firm basis has yet been discovered for the measure- 
ment of real national income or for relating changes in the product with 
changes in welfare. But it would have remained mere dilettantism had the 
attempt to make a genuine Inquiry into the Nature and the Causes of the 
Wealth of Nations not been undertaken. If Adam Smith committed some 
folly in his attempt to forge a labour theory of value into a tool for use in this 
great task, perhaps it was because— 


‘* At that period of history this theory was worth being taken up by 
any gifted genius who could make it throw a first ray of light into the 
dark mass of economic phenomena. . . . A great thought may in the 
long run turn into a childish error.” * 


1 Wealth of Nations, Bk. I, Ch. VI. 

* Although this is a rather lengthy survey, it is doubtful if, in fact, it adds anything to the 
sympathetically critical analysis in Marian Bowley, op. cit., pp. 67-74. 

* Some ingenious attempts to measure relative economic welfare per head in different countries 
may turn out to be mere sophistications of Adam Smith’s measuring rod of “‘ labour commanded.” 
Thus if one tries to measure comparative real earnings in terms of Colin Clark’s “‘ International 
Units,” the result will be to price the earnings of labour in terms of a basket of commodities valued 
at constant dollar prices based on the years 1925-34. This is merely an inverse relationship link- 
ing commodities and the amount of labour exchangeable for it, to the one put forward by Adam 
Smith. But one can sympathise with Clark’s impatience with those who are content to take up a 
mere non possumus attitude. See Colin Clark, The Conditions of Economic Progress (London, 1951), 
Ch. 2. 

* F. Von Wieser, op. cit., p. 202. 
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Finally, even upon the assumption that the marginal-utility revolution 
of the 1870s at last illumined all, and that costs can be firmly put in their 
place as opportunity costs or displaced alternatives, what is the fundamental. 
factor scarcity that makes it necessary for alternative uses of factors to be 
foregone? Could it be that in his ordinary state of health, strength and spirits, 
in the ordinary degree of his skill and dexterity, the output of a man’s labour 
is limited by his finding labour irksome ? 


H. M. RoBertson 
W. L. Taytor 


Department of Economics, 
University of Cape Town. 
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PROTECTION AND REAL WAGES: A RESTATEMENT 


In a paper? which is now one of the classics in the literature of inter- 
national trade, Stolper and Samuelson asserted that, in a two-factor economy, 
the absolute real wage of the scarce factor would be raised by protection. 
The effects of protection on real wages had been previously thought to have 
been confined, in general, to raising the relative share of the scarce factor, 
with the absolute real wage being increased only in the case of a minor and 
immobile factor. 

The Stolper-Samuelson proof ingeniously avoided the index-number 
problem—formerly believed to have stood in the way of reaching definite 
conclusions—by choosing a two-factor, two-commodity model, and showing 
that the marginal physical productivity of the scarce factor would be raised, 
under protection, in the production of both commodities. Thus, the demon- 
stration went, the real wage would increase in terms of either commodity or 
any fixed basket of the two commodities. 

It is the purpose of the present paper to show that, in some respects, 
Stolper and Samuelson merely succeeded in avoiding the frying-pan for the 
fire. For, while they showed that, if the production pattern shifted in a 
particular direction as the result of protection, the direction of change of the 
real wage of any factor was independent of demand conditions, they 
ignored the fact that the demand conditions are important in determining 
the direction in which the production pattern moves in the first place. In 
other words, if the real wage goes up, or goes down, it does so in terms of 
either good as the wage-good, but whether the movement is up or down to 
start with may depend on which good is the wage-good. 

This is not a criticism of Stolper and Samuelson’s real contribution, 
which was to show that protection could raise the absolute real wage (not 
only the relative share) of one factor, but of the actual formulation of their 
theorem. ‘This paper does not deny that protection will raise the real wage 
of one of the factors, but shows that no general statement about which of the 
factors this will be can be deduced from the relative “ scarcity” of the 
factors in the Stolper-Samuelson sense. 

Although the Stolper-Samuelson theorem “‘ Protection raises the real 
wage of the scarce factor” is shown to be an incorrect generalisation, a 
restatement in the form “ Protection raises the real wage of the factor in 
which the imported good is relatively more intensive ” has general validity. 
This correct restatement of the protection and real wages theorem is shown 
to throw a different light on the United States and Australian cases from that 
given by Stolper and Samuelson. 


? Wolfgang F. Stolper and Paul A. Samuelson, “‘ Protection and Real Wages,” The Review of 
Economic Studies, Vol. YX (November 1941), pp. 58-73; reprinted in Readings in the Theory of Inter- 
utional Trade. 








THE ECONOMIC JOURNAL 


I 


The general assumptions of the present analysis are exactly those used by 
Stolper and Samuelson. The economy is assumed to produce only two 
commodities, using only two factors, and both commodities are produced by 
the use of both factors. The production functions are assumed to be homo- 
geneous of the first degree, so that a doubling of both factor inputs will 
exactly double the product. There is full employment of both factors, 
perfect competition internally and the country faces fixed terms of trade 
which are unaffected by its own actions. 

Although the two commodities (henceforth, beer and clothing) use both 
factors, they use them in different proportions for any given relative factor 
prices. Beer, the more capital-intensive good, will use a higher ratio of 
capital to labour at any given ratio of interest to wages than will clothing, 
the more labour-intensive good. As the ratio of interest to wages rises, the 
capital/labour ratio will decline in both industries, but the ratio will always 
continue to be greater in the manufacture of beer than ot -lothing. 

Since there is perfect competition, the values of the marginal products 
(in terms of either good) of labour and capital in the beer industry must be 
equal to the respective values (in terms of the same good) of the marginal 
products of the same two factors in the clothing industry. Given the total 
quantities of labour and capital in the economy, these conditions are suffi- 
cient to determine, except for one remaining degree of freedom, all the 
variables in the economy. Ifthe remaining degree of freedom is used up by 
allocating a price ratio between the two commodities (i.¢., the terms of 
trade), then, for this price ratio, the allocations of both factors between the 
two industries, the marginal productivities of the factors in the two industries 
and the production of the two commodities are all determined. 

The economy under discussion can be analysed geometrically in a form 
of the well-known Edgeworth—Bowley box diagram. This is shown in Fig. 
1, where the horizontal sides of the box represent the total quantity of capital 
in the economy and the vertical sides the total quantity of labour. Labour 
and capital used in beer production are measured from B along BD, BA 
respectively, and the quantities used in clothing production from C along 
CA and CD. Thus any point in the box represents some allocation of the 
two factors between the two industries. 

At the point P, for example, the labour and capital used in beer pro- 
duction are given by PN, PR, and the labour and capital used in clothing 
production by PM, PS. P will lie on isoquant contours (equal-product 
curves) bb and cc, from whose labels can be read the respective amounts of 
beer and clothing produced with the particular factor allocations given by 
P. These contours are shown cutting each other in the diagram, so that P 
is not an optimum allocation, since, by moving along 5é until it is tangential 
to the clothing isoquant c’c’ at Q, there is an increase in the production of 
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clothing and no decrease in the production of beer. The series of points 
like Q represent the allocations which will be reached under perfect com- 
petition, and BQC is the “contract line.’””’ The term has been inherited 
from the original use of the box diagram in bargaining and allocation 
problems: it is somewhat inappropriate here, and “‘ equilibrium curve ” 
might be a better choice if it did not lack conformity with the previous 
literature on the subject.? 

The contract line in Fig. 1 lies wholly to the south-east of the diagonal 
BC. This is because beer production is more capital-intensive than clothing 
production, so that at the same relative marginal productivities for the 
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factors in both industries, as is the case along the contract line, the ratio of 
capital to labour is greater in the beer industry than in the clothing industry. 
That is, the angle Q BA is less than the angle QCD, so that Q lies below BC. 
Now the original Stolper-Samuelson demonstration was this. If, as has 
been drawn in Fig. 1, the economy as a whole has a high ratio of capital to 
labour (labour is the “‘ scarce ”’ factor) then, under free trade, it will produce 
more beer (the commodity intensive in the abundant factor, capital) and 
less clothing than in isolation. Hence, if Q in Fig. 1 represented the pattern 
of production in isolation, then the pattern of production under free trade 
would be some point, like Q’, lying along the contract line, but closer to C. 
Protection will cause a movement in the general direction Q’Q, away 
from the free-trade point towards the self-sufficiency point. Since the 
angles QBA, QCD are less than the corresponding angles Q’BA, Q’CD, 
protection will raise the ratio of capital to labour in both industries. The 
marginal physical productivity of labour will rise in both industries, so that 
the real wage of labour, the scarce factor, will rise in terms of beer or clothing 
or any combination of the two. 
1 The Stolper-Samuelson article (op. cit.), in particular. 
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II 


Although this proof removes the index-number problem in the sense of 
showing that any rise in real wages will be a rise in terms of both goods, this 
very approach introduces new complications in the form of demand con- 
ditions. 

Suppose, initially, that the wage-good is consumed only by wage- 
earners, and that this is the only good that they consume. Wages must 
either be paid in the wage-good or else, if paid in the other good, traded 
for the wage-good. If beer is the wage-good, then the tcial demand 
for beer is equal to the product of the total labour force and the 
marginal physical product of labour in the beer industry: this is the wage- 
bill of the economy expressed in terms of beer. Since the internal supply 
is equal to the production, the net demand for imported beer is: 


Net beer imports = (Labour force) x (Marginal product of labour in 
beer) — (Production of beer) 


or Swett oie: so. i ee @ 


where J, is the net import of beer when beer is the wage-good, Q , the production 
of beer, L the labour force and MPL, the marginal product of labour in beer 
manufacture. 

Referring back to Fig. 1, any movement along the contract line in a 
south-westerly direction (from C towards B) decreases both the labour 
(Z,) and capital (K,) employed in the beer industry. Hence Q , declines, 
Lis constant and MPL,, which depends on the ratio L;/K;, shows changes of 
only the second order, so that J, will increase for a movement in this direction. 
In other words, at a point on the contract line near C beer will be exported 
(Iz < O), while at a point near B beer will be imported (J; > O). 

At some point in between, the net import of beer will be zero. At this 
point L. MPL; = Q, and this point, a vital one for the succeeding analysis, 
will be referred to as “‘ the break-even point when beer is the wage-good.” 

Suppose now that clothing were the wage-good instead of beer. Con- 
sidering still the demand for beer, this now comes only from the capitalists, 
and the net import of beer is given as follows: 


I', = K.MPRK, — Q,. . . . . . (2) 


where J’, is the net-import of beer when clothing is the wage-good, K the total 
capital in the economy and MPK, the marginal productivity of capital in 
the beer industry. 

Just as J, in (1) increases for movements along the contract line in a 
south-westerly direction, so does J’; in (2). I’, changes to a lesser extent 
than J, (since the second-order changes in MPK, work in the opposite 
direction to Q ,, while those in MPL, work in the same direction), but the 
direction of change is the same. 

As was the case when beer was the wage-good, the net import of beer 
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when clothing is the wage-good will be large and positive near B and large 
and negative near C. In between, there will be a point at which J’, = 0, 
the break-even point when clothing is the wage-good. 

It will be shown that the two break-even points, that when beer is the 
wage-good and that when clothing is the wage-good, do not generally 
coincide, and this lack of coincidence renders uncertain the effect of pro- 
tection on the real wage of any factor, given only its relative scarcity. 


III 


In order to investigate the relationship between the two break-even points 
(at which the economy is just self-sufficient in beer and, of course, in clothing 
as well), that when beer is the wage-good and that when clothing is the 
wage-good, it is necessary to indulge in some simple algebraic manipulation. 

Since the production functions have been assumed (as an essential part 
of the original Stolper-Samuelson argument) to be homogeneous of the first 
degree, they satisfy, as is well known, the Euler identity. In the case of beer, 
this can be expressed in the form 


L,.MPL,+K,.MPK,;=Q, .. . . (3) 


where the symbols have the same meaning as in IT. 
From (3), by rearranging terms, 
K,.MPR, = QQ. —_ L,.MPL, 
L 


Hence 7--Ky.MPE,=7-.0,—L.MPL, .. . (@) 
B B 


At the break-even point when beer is the wage-good, J; = 0 and, from 
(1), L. MPL; =Qz,. Substituting in (4), 
L L 
T° *0-MPEs =7,°% a Qs 


L 
= (7,-1)-& 
~ Ls 
ployed in the clothing industry, since Lz, + L, = L. 


--Q,, where Leg is the labour em- 


Hence MPR; = + -Q, 
B 


From (2), 
I's = K.MPK, —_ Qs 


» a* 
=I °F, & —Q; 


=(F- x -1).Qe 
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Taking stock of the situation, what equation (5) gives is the net import 
of beer which would occur if clothing were the wage-good, at terms of trade 
which would make the economy just self-sufficient in beer if beer were the 
wage-good. If, in (5) J’; 4 0, then the economy would be trading when 
clothing was the wage-good at those terms of trade which would make it 
self-sufficient if beer were the wage-good. That is, although these terms 
of trade correspond to the break-even point when beer is the wage-good, 
they do not correspond to the break-even point when clothing is the wage- 
good. Hence, if J’, #0, the two break-even points do not correspond. 
If, on the other hand, J’, = 0 in (5), then the two break-even points are the 
same. 


A glance at (5) shows that whether J’ = 0 depends on whether 3 ; Le Za ] 
< L’*Rs;<” 
: L.>L 
that is, on whether F,<F 


This condition is most clearly appreciated geometrically. In Fig. 2 
(which is a reproduction of the relevant elements of Fig. 1), X, Y, Z are three 
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possible positions for the break-even point when beer is the wage-good. 
Consider the value of J’, in (5) at each of these points. 

Suppose that X represented the break-even point when beer was the 
wage-good. ThenZ, = DP,K;=PX. Clearly, in this case, _ ( = Pz) > 
L/_ DB : 

z( = za) so that J’, > 0 andthe country would import beer if clothing were 
the wage-good. Since J’, diminishes for a movement along the contract 
line away from B, the break-even point when clothing is the wage-good must 
lie between X and C. 

Similarly, if Z represented the production pattern at terms of trade 
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corresponding to the break-even point with beer as wage-good, then 
be az) < ~ (= BA) and the country would export b h f 

r= RZ BA port beer at these terms o 
nol if clothing were the wage-good. By the same argument as used 
previously, it can be shown that the break-even point with clothing as the 
wage-good must lie between B and Z. 

In both the above cases, where the break-even point for beer lies at a 
point on the contract line above or below its intersection with the diagonal 
AD, the two break-even points (for beer as wage-good, and for clothing as 
wage-good) fail to coincide. Only if the break-even point for ev as wage- 
good lies at Y, on the diagonal AD, is it true that (= of)= z( = ma) 
so that J’, = 0 when J;, = 0, and the two break-even points correspond. 

The particular case that leads to identity of the break-even points re- 
quires special coincidences among the structural parameters of the economy. 
Contrary to what may intuitively be expected, the occurrence of this case 
seems to depend primarily on the factor intensities of the production functions 
and to have little to do with the relative endowment of the factors.? 

By reversing the argument, and considering the sign of J, at points 
where J’, = 0, it can be shown that, if one break-even point lies on one side 
of the diagonal AD, the other will lie on the other side, both coinciding at the 
point which lies on the diagonal itself. 


IV 


The significance of what has been demonstrated can now be analysed. 

It is clear that, if the country does not trade at all its outputs and alloca- 
tions are fully determined, since only at the break-even points are its net 
demands for the two goods zero. Which of the two break-even points 
represents the no-trade position will depend on which of the two goods, beer 
or clothing, is the wage-good. 

If the country is engaged in trade, with no trade barriers of tariffs, its 
outputs and allocations will be given by some point on the contract line— 


1 This is certainly true if the production functions are of the Cobb-Douglas type, for then the 
relative factor endowment is wholly irrelevant to whether the break-even points coincide or not. 

Assume production functions Q = Lg®K,!-8, Q¢ = Le’YKz'-”. Then MPL; = Gs » MPL, = 
rf. At the break-even point for beer as wage-good, L. MPL; = Qz,i.e., Lg = BL. Similarly, 
at the break-even point for clothing as wage-good, L. MPLg = Qo, sothatLy= yL. Since Lg + Le 
= L, the break-even points coincide if, and only if, B + y = 1, i.e.,8 = 1—y. This implies that one 
commodity is exactly as labour intensive as the other is capital intensive. This coincidence is a 
property of the production functions only, and quite independent of factor endowments. 

The break-even points will differ most when f, 1 — y differ most, that is, when f and y are 
both very small or very large. This will be the case when the productive methods are both capital- 
intensive or both labour-intensive, although to different degrees. 
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the point at which the relative prices of the two goods are equal to the terms 
of trade, which are assumed to be given. 

Suppose now that, at given terms of trade, the country imposes a tariff. 
It is clear that the point which represents the equilibrium of the economy 
will move in a direction away from the free-trade point towards the no-trade 
point, the extent of the movement depending on the size of the tariff. 

The exact effect of the tariff on the real wages of the factors can now be 
analysed in terms of the preceding discussion. Suppose, for concreteness, 
that X is the break-even point when beer is the wage-good. Then, since (as 
was shown in III) the break-even point with clothing as wage-good must lie 
on the other side of the diagonal AD, it may be supposed to be Z. The 
analysis is essentially of the same type if the positions of the two break-even 
points are reversed. ‘There are three possible cases: 


(1) If the terms of trade are such (2.e., favourable to beer) that the 
free-trade position of the economy is represented by a point on the sector 
CZ of the contract line, then the Stolper-Samuelson conclusions hold 
unreservedly. For, if beer were the wage-good, then protection would 
result in a movement towards X, the break-even point for beer as 
wage-good. Similarly, if clothing were the wage-good, protection 
would result in a movement towards Z, the break-even point with 
clothing as wage-good. In either case, since the free-trade point lies in 
the section CZ, the movement is in a south-westerly direction. Sucha 
movement will increase the ratio of capital to labour in both industries, 
raise the marginal productivity of labour in both industries and increase 
the real wage of labour in terms of either beer or clothing. 

(2) Ifthe terms of trace were such that the free-trade position were 
represented by a point on the sector BX of the contract line, then the 
situation would be the exact reverse of the preceding case, and the real 
wage of labour would fall (in terms of both goods) as a result of pro- 
tection. This case can, in general, be ruled out, since the economy has 
been assumed to be relatively abundant in capital, which means (if it 
means anything) that the occurrence of terms of trade distinctly un- 
favourable to the capital-intensive good should be unlikely. 

(3) If the terms of trade are such that the free-trade position falls 
within the sector XX of the contract line (7.¢., the sector lying between 
the two break-even points), then the Stolper-Samuelson conclusions no 
longer hold, and no unambiguous statement can be made about the 
effect of protection on real wages in terms of factor endowments only. 
For, if beer were the wage-good, protection would result in a movement 
towards X, the break-even point with beer as wage-good. This move- 
ment would be in a south-westerly direction, and would result in an 


1 Note that the free-trade point is independent of demand conditions. These determine the 
actual amount of trade which takes place at this point, however. 
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increase in the real wage of labour, asin (1). But, if clothing were the 
wage-good, protection would cause a north-easterly movement (towards 
&, the break-even point with clothing as wage-good). This would 
lower the capital—labour ratio in both industries and cause a decline in 
the real wage of labour as in (2). 


Vv 


Before summarising the position and examining the general relationship 
between protection and real wages, it is necessary to determine the effect on 
the analysis of the capitalists also consuming the wage-good. 

Suppose that beer is the wage-good. Then, if the capitalists also con- 
sume beer, the demand for beer will be greater, at all points, than if it 
were consumed only by the workers. Hence the break-even point with beer 
as wage-good will be further away from the point B in Fig. 2 than it was 
previously, since the economy will now be self-sufficient only if it produces 
more beer than it did before. 

If clothing were the wage-good, then its consumption by capitalists would 
diminish the demand for beer, and the break-even point with clothing as the 
wage-good would be closer to B (t.e., lower beer production) than previously. 

The effect of the capitalists’ consumption of the wage-good would be, 
therefore, to shift the break-even point with beer as the wage-good towards 
C, and the break-even point with clothing as the wage-good towards B. 
The net effect on the distance between the break-even points depends on 
their initial situation. Ifthe break-even point with beer as wage-good was 
originally below the diagonal AD (1.e., a point like X), so that the break-even 
point with clothing as wage-good was above the diagonal (a point like Z), 
then the capitalists’ consumption of the wage-good would bring the break- 
even points more closely together. 

If, on the other hand, the break-even points were disposed in the opposite 
manner, with that for beer as wage-good above the diagonal (in position Z) 
and that for clothing as the wage-good below the diagonal (position X), then 
consumption of the wage-good by the capitalists would increase the diver- 
gence between the break-even points. 

If the break-even points were coincident when the capitalists did not 
consume the wage-good, then they would not coincide if the capitalists did 
consume the wage-good. 

It is clear, then, that a removal of the original assumption that the wage- 
good was not consumed by the capitalists merely makes the already in- 
definite situation more indefinite. Given the production functions, the 
factor endowments and the terms of trade, therefore, but not the consump- 
tion patterns of the wage-earners and capitalists, it is quite impossible to 
determine whether the imposition of a tariff will raise or lower the real wage 
of any factor, since the positions of the break-even points remain unknown. 
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CoNCLUSION 


It has been shown that the Stolper-Samuelson theorem, when expressed 
in the form given it by its authors, “‘ international trade necessarily lowers the 
real wage of the scarce factor expressed in terms of any good,” ? cannot be 
regarded as a true universal proposition, even in the two-factor, two- 
commodity case. 

The non-universality of the theorem is due to incorrect formulation: if 
the scarce factor is defined as that which is used more intensively in the good 
of which more is produced in isolation than in trade (the only acceptable 
definition), then the previous analysis has shown that different wage-goods 
may make for different factor scarcities. In this sense, the Stolper-Samuel- 
son formulation is meaningless, since the phrases “‘ real wages . . . in terms 
of any good ” and “ scarce factor ” represent incompatible concepts. 

Now the generality of the Stolper-Samuelson formulation breaks down 
only in the cases when the free-trade point lies between the two break-even 
points, so that, in order to reach a true universal formulation of the pro- 
tection and real wages theorem, it is necessary to concentrate on this case, 
The clearest way to see the situation is in tabular form. ‘The table below 
summarises the possibilities (as analysed fully in Section IV) for an economy 
in which the demand conditions are unknown, considering only the am- 
biguous cases where the free-trade position lies between the break-even 
points. 








Break-even point which is : Biiect of pro- 
apeaens rg (Fig. 2) Wage-good. Good imported. | tection on real 
g. <). wage of labour. 
That with beer as wage-good 1, Beer Clothing Rise 
2. Clothing Beer Fall 
That with clothing as wage-good 3. Beer Beer Fall 
4. Clothing Clothing Rise 














The Stolper-Samuelson proof of the irrelevance of the index-number 
problem as such holds, it should be noted. If the real wage rises, it rises in 
terms of both goods; the problem is to define the situations in which the rise 
will occur. 

Given only the production functions, the factor endowments and the 
terms of trade, but not the conditions of demand, there is no reason, a priori, 
to assume that the free-trade position does not lie between the break-even 
points and, if it does, any one of the four cases tabulated above might re- 
present the position. If the situation were represented by cases | or 4, real 
wages would be increased by protection, but, if it were represented by cases 
2 or 3 the real-wage level would be lowered by a tariff. 

In terms of factor scarcities, the only statements that can be made about 
the effects of protection on real wages are in terms of probabilities. It is, in 


1 Loc. cit., p. 346, in Readings in the Theory of International Trade. 
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the first place, always more probable that protection will raise real wages 

(of labour) the higher is the ratio of capital to labour in the economy, since 

a higher capital/labour ratio will give a free-trade point closer (for given 

terms of trade) to C, and thus more likely to lie outside the two break-even 
ints.? 

2 Given this over-riding condition, it is the more probable that real wages 

will be increased by protection (using the results of Sections III, IV and V): 


(a) If the wage-good is the capital-intensive good (beer)— 
(i) the less the capitalists consume of the wage-good ; 
(ii) the more capital-intensive is the wage-good. 

(b) If the wage-good is the labour-intensive good (clothing)— 
(i) the more the capitalists consume of the wage-good ; 
(ii) the less capital-intensive is the wage-good. 


To obtain a universally valid general statement about the effect of pro- 
tection on real wages it is better to scrap the “ scarce factor’? approach 
altogether. Reference to the tabulation given previously shows that, in the 
cases (1 and 4) in which the real wage of labour is raised by protection, the 
common factor is that clothing—the labour-intensive good—is imported. 
In other words, what is necessary in order to determine the effect of pro- 
tection on real wages is, not the relative endowment of the factors, but the 
factor intensity of the imported good. For it is universally true, in a two- 
factor, two-commodity economy, that protection will always raise the real 
return to the factor which is used most intensively in the imported good. 

The true general theorem of protection and real wages is, therefore, 
that: Protection will raise the real wage of labour if, and only tf, the country imports 
the labour intensive good. 

This is true regardless of which good is the wage-good, and which factor 
is “scarce ” in whatever sense is given to the word. It is important to note 
that, since the analysis has been carried out entirely in terms of the home 
country, the factor intensity of the imported good is to be reckoned in terms 
of the productive process in the zmporling country, not in the country of 
origin. 

The reformulation of the theorem makes important differences to any 
attempts to assess real situations. It throws more light on, for example, and 
makes a more definite case for, the wages arguments in favour of the Aus- 
tralian tariff. For Australia exports, in the main, wool, which is distinctly 
land-intensive. Therefore her imports are, relative to her own production 
functions, relatively labour-intensive. Protection would increase real wages 
in Australia (assuming it can be simplified to a two-factor economy), and 


? Tt is not difficult to show that, in the Edgeworth box diagram, an increase in the capital /labour 
tatio will result in the point which corresponds to any given price ratio, being further (propor- 
tionately) up the contract line towards C in the new box than in the old. The nomenclature refers 
to Fig. 2. 
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would continue to do so as long as wool remained the chief export, whatever 
the ratio of land to labour. This removes the tentativeness of Stolper and 
Samuelson’s “in Australia, where land may perhaps be said to be abundant 
relative to labour.’’ ‘The fact is, that one is more likely to know whether 
imports are labour-intensive or not, than to be able to assess the relative 
scarcity of factors. ° 

A particularly interesting case is that of the United States. When he 
simplified it to a two-factor model, Leontief! found that its imports were 
capital-intensive (in terms of United States production functions). If Leon- 
tief’s findings are accepted, then protection will tend to Jower real wages and 
raise profits—exactly the opposite of the conclusion reached by Stolper and 
Samuelson on the assumption that labour was “ scarce.” 

Without necessarily siding with Leontief on a contentious issue, it is 
worth pointing out that the analysis in this paper indicates the possibility of 
the real wage of “‘ scarce ”’ labour being lowered by protection. In terms of 
the model used here, this would occur if the free-trade point lay between the 
two break-even points. In particular, it would occur if the United States 
exports were wage-goods (in terms of her own consumption patterns, 
Chevrolet cars are a wage-good) and if the relatively more labour-intensive 
good were, itself, still quite strongly capital-using. Since the United States 
(considering the trade in finished goods) does tend to export mass-produced 
items (wage-goods) and import luxury goods, and since her labour-intensive 
industries are highly capitalised by the standards of other countries, there is 
some resemblance to the model. 

These attempts to push economies into two-factor, two-commodity 
strait-jackets should not be taken too seriously, of course, but they provide 
material for interesting armchair speculation. 

Finally, it should be noted that, although the present model (as was the 
Stolper-Samuelson model) is cast only in the two country, two commodity 
mould, it is clear enough that the thesis is true that differences in demand 
functions between different sections of the community will, as a result of 
changing aggregate demand following shifts in relative factor prices, render 
more uncertain the effects of protection on real wages than would otherwise 
seem to be the case. 

KeELvin LANCASTER 
London School of Economics. 


1 Wassily Leontief, “‘ Domestic Production and Foreign Trade: The American Capital 
Position Re-examined,” Proc. Amer. Philos. Soc., XCVII (September 1953), pp. 332-49. Reprinted 
in Economia Internazionale VII (1954), pp. 9-38. 

Leontief’s conclusions have been subjected to considerable scrutiny and criticism. For a view 
of the matter which is largely consistent with the analysis of the present paper see Stefan Valavanis- 
Vail, ‘‘ Leontief’s Scarce-factor Paradox,” The Journal of Political Economy, LXII (December 1954), 
pp. 523-8. 
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ON THE ORIGIN OF “OLIGOPOLY ” 


SEVERAL years ago at a meeting of business-emen and academic 
economists, the president of a (very) large corporation delivered himself 
without restraint on his opinion of the fellow, whoever he was, who was 
responsible for having introduced the word “ oligopoly ”’ into the language of 
economics. Impressed with the blackness of my offence, I rose after he had 
finished to acknowledge my guilt, and to assure him that, in spite of the 
severity of his language, there were no hard feelings on my part for his having 
unwittingly let me know what he really thought of me, by contrast with his 
very amiable conversation of earlier in the afternoon. After all, there was no 
reason why a prominent industrialist should not resent being called by such a 
horrible name; and no reason at all why he should have any knowledge as 
to its origin, since most professional economists for some mysterious reason 
appear to be equally in the dark about it. 

It is true that the word came into general usage so quickly with the in- 
creased development in the early thirties of interest in the subject, that it was 
naturally applied at once to earlier writers. The result was that references 
such as to “‘ Cournot’s theory of oligopoly,” etc., became frequent, and it 
was easy for the general economist to suppose that the word had been in 
common use for a long time. But many of those with a special interest in 
economic theory or in the monopoly problem, who therefore are aware that 
it is of recent origin, seem to have only the vaguest notions, if any, as to 
where it came from. The matter is of some interest, not only for the word 
itself but also for its subject matter as a segment of economics. It may 
therefore be in order to set down a few facts and even to include a 
reminiscence or two. 

My own development of a theory designed to challenge the conventional 
dichotomy between competition and monopoly raised difficult problems of 
terminology, especially since there appeared to be not one, but two, leading 
phases of such an intermediate theory, viz., (1) numbers and (2) substitution. 

1 Fritz Machlup, after referring to a “‘ probably first” earlier use of the word (mentioned in 
the second edition of Monopolistic Competition, p. 8 note, and to be discussed shortly), continues: 
“Tt was, however, only the appearance of the books by Edward H. Chamberlin, Joan Robinson 
and Heinrich von Stackelberg in 1932 [sic] and 1934 respectively, which firmly established the word 
oligopoly in economic terminology ”’ (The Economics of Seller’s Competition, p. 349, note 8). There was 
no need, however, for the familiar grapeshot with respect to the books in question. Mrs. Robinson 
could hardly have contributed to “‘ establishing” the word, since she never used it, and did not 
even say anything about the problem, describing it (correctly) as ‘‘ not to her purpose ”’ (Imperfect 
Competition, p. 21); and Stackelberg, who later used its German equivalent in his Marktform und 
Gleichgewicht, 1934, explicitly acknowledges (p. 2, note 1) its origin in Monopolistic Competition. 

* Actually the problem of small numbers was investigated first, and ‘‘ product differentiation ”’ 
was discovered as a complication of the oligopoly problem. Vestiges of this bit of history can be 
found in the early part of Chapter I; as, for instance, in the third paragraph. The strange accusa- 
tion has been made that the theory “neglects” oligopoly (K. W. Rothschild, “‘ Price Theory and 
Oligopoly,”” Economic JourNAL, September 1947, pp. 301-2). The fact is that it was born out of 
igopoly. 

















212 THE ECONOMIC JOURNAL [JUNE 


The word in most common use at the time for the numbers phase— 
**duopoly,” denoting two sellers—was evidently too narrow, and 
** oligopoly ’’ was coined to indicate explicitly the greater generality of the 
problem.} 

There was no word in use at all at that time for the substitution phase 
of the problem, since it hardly existed as a theoretical category. In the 
first edition it was called both “ product differentiation’’ and “ mono. 
polistic competition,”’ with strong emphasis on the latter phrase, although 
this latter had been used by Pigou (1924) specifically to describe the small 
numbers problem.” But beginning with the second edition (1937), the more 
general sense of the phrase ‘‘ monopolistic competition ”’ was stressed to 
include both ‘‘ product differentiation ”’ and “‘ oligopoly,” as in the general 
thesis of the book, which aimed to blend monopoly and competition in their 
two phases, and of course in its title. 

In the real world the most common case is certainly “ differentiated 
oligopoly,”’ or small numbers plus a differentiated product; and it would 
seem that this would be “‘ monopolistic competition ”’ par excellence, since it 
qualifies by both the broad and the narrower use of the phrase. Yet the 
very success of “‘ oligopoly,”’ together with what seems to be a strong human 
penchant for mutually exclusive categories, has led many to say that, since 
“ differentiated oligopoly ”’ is oligopoly, ergo it is not monopolistic competi- 
tion. Thus is monopolistic competition converted from an almost universal 
phenomenon, which it surely is (in either sense), to the relatively unimportant 
one of differentiated products in the restricted case of “‘ large numbers.” 3 

It is at least an amusing story to recount why it was that my own use of 
** oligopoly ”’ in print did not date from 1929, when Chapter III of Mom- 
polistic Competition, entitled “‘ Duopoly and Oligopoly,”’ appeared as an article 
in the Quarterly Journal of Economics. ‘The reason is that it was vetoed by 
F. W. Taussig who, then editor of the Journal, thought the word a mon- 
strosity and crossed it out. Since my own bargaining power was weak at 
the time, protests were of no avail, and the article bore the title: “‘ Duopoly: 
Value Where Sellers are Few.” * 

When, freed from the Taussigian veto, the word did finally appear in 
The Theory of Monopolistic Competition in February 1933, I was unaware of any 
prior use of it in print. However, two earlier uses have since been pointed 
out tome. In 1936 Arthur W. Marget wrote me that he had run across it 
in the literature of money and banking, viz., in Karl Schlesinger’s Theorie da 
Geld- und Kreditwirtschaft (1914), where in the German text the adjective 
** oligopolistische ’’ is used several times (but no theory of the subject 

1 Monopolistic Competition, p. 8, ‘‘ Duopoly ”’ as a term for the general problem has now almost 
disappeared from use, as has the notion that the treatment of this important though highly special 
case is adequate to the general problem. R. F. Kahn, however, preferrred it not only “ for the 
sake of brevity and of simplicity ” but also (very rightly) of “ euphony ” (“‘ The Problem of Duopoly,” 
Economic JouRNAL, March 1937, p. 1 note). 

2 Cf. Monopolistic Competition, Preface, first sentence. 


3 And usually under the still more restricted assumptions which yield the ‘“ tangency solutiou.” 
* Quarterly Journal of Economics, November 1929. 
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developed). This information was added in the second edition of Mono- 
polistic Competition (1937). Schlesinger’s use of the word had gone un- 
noticed until then, and was clearly without influence. It was. for instance, 
unknown to Schumpeter (see Journal of Political Economy, 1934, p. 250) and 
to Stackelberg, writing (in German) a major treatise on the subject in 1934 
(cf. note 1, p. 211 above). 

A much earlier use of it has since come to my attention, viz., in the 
original Latin of St. Thomas More’s Utopia (1518). It is mentioned in Eli 
Heckscher, Mercantilism, Vol. I, on p. 273, where the following quotation 
from More is given: ‘“‘ Quod si maxime increscat ouilum numerus, precio 
nihil decrescit tamen; quod earum, si monopolium appellari non potest, 
quod non unus uendit, certe oligopolium est.’’ Heckscher comments that 
“the English translation omits this statement.” 

The first English translation of the Utopia was by Ralph Robynson in 
1551, and the standard edition, edited by J. H. Lupton (Oxford, 1895), 
gives both the original Latin and the Robynson translation, as follows: 
“And though the numbre of shepe increase neuer so fast, yet the pryce falleth 
not one myte, because there be so fewe sellers.”” (The Robynson text con- 
tinues: “‘ For they be almoste all commen into a fewe rich mens handes, 
whome no neade driueth to sell before they lust; and they luste not before 
they may sell as deare as they lust.’’) Lupton’s comment is as follows: 
“Here again Robynson curtails his rendering of the Latin. More makes an 
antithesis between monopolium and oligopolium. We have ‘ monopoly,’ but 
not ‘ oligopoly ’ (the sale by a few), and so cannot preserve the point of the 
sentence. Burnet renders: ‘Tho they [the sheep] cannot be called a 
Monopoly, because they are not engrossed by one Person, yet they are in so 
few Hands, and these are so rich, that’ &c.”’ 

Other English editions in the main follow Robynson, but even where the 
translation varies, I have never found “‘ oligopoly,’’ but always “‘ sale by few 
persons,” ‘‘ a few rich men ”’ or variations on these. Perhaps the explana- 
tion is to be found in an editorial comment in the edition by J. Churton 
Collins (Oxford, Clarendon Press, 1904). The translation (p. 17) follows 
Robynson, and Collins comments (p. 163): ‘‘ More’s antithesis between 
monopolium and oligopolium—a word coined by himself—cannot be rendered in 
English.”” (!) At any rate, it wasn’t. 

I have searched through a number of French, German, Spanish, Italian 
and Dutch translations of the Utopia in the Harvard University Library, but 
found only the equivalents of “‘ few sellers,’ with great stress on “‘ the rich.” 
The search was not exhaustive, however, because of an irrepressible feeling 
after a time that diminishing returns had more than set in. In a French 
edition of 1643 (printed in Amsterdam) we find “‘les riches”’; but in another 
of 1789 we find “‘ oligopole ”’ with the following footnote of explanation: 
“oligopole, commerce dont s’emparent un petit nombre d’hommes. L’oligo- 
pole comprend encore les priviléges exclulifs, dont on n’a pas affez 


1 P. 8 note. 
No. 266.—voL. Lxvu. Q 
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démontré l’abus.”! It may be noted that, although the earlier Italian 
editions which I saw spoke only of the few and of the rich, a very recent one 
(edited by Tommaso Fiore, Bari, Gius. Laterza & Figli, 1942, p. 26) trans. 
lates “‘ un oligopolio.”” Perhaps the untranslatable oligopolium will now 
return to Utopia in other languages than Latin with the help of modem 
economics. 

Oligopoly is certainly not a difficult word to coin, and after the belated 
discovery of these two earlier uses, in Schlesinger and in More’s Utopia, 
one may well expect it to turn up again, perhaps in an antique poem ora 
Greek play. But even if other casual examples are found, it seems certain 
that there will be none which bore any fruit in economic literature. The 
reason is that, although oligopolistic forces have certainly been of great 
importance throughout history (they must surely have been more important 
in past centuries than in the present one), they have been recognised by 
economists as important only in recent years. 

I should like to “reminisce”? for a moment and recall the state of 
** duopoly ” theory as it appeared to me when I began to look into it in 
1924-26. At that time not more than a very small number of economists 
had even noticed the problem; and I believe it is not an exaggeration to say 
that, to the extent that it was recognised at all, it was regarded as a mere 
theoretical curiosity. The “literature ’’ consisted in a chapter by Cournot, 
an article by Edgeworth, a few pages 3 or paragraphs or even lines here and 
there and a few footnotes, including the inevitable one by Marshall. Both 
Cournot and Edgeworth had written much earlier (1838 and 1897); each 
had his followers, and on the whole Cournot was either accepted blindly or 
considered as having been “ refuted ” by any of several people, notably by 
Edgeworth. Everyone sought “‘ the’ solution, and I can recall no hint of 
my own general position that the problem is a manifold one, with a large 
number of different answers depending on which of many possible assump- 
tions is made. And I remember that the discovery that this was so seemed 


1 Paris chez Blanchon, 1789, pp. 34-5. (In the library of Professor Léon Dupriez of the University 
of Louvain, Belgium, and shown to me by him.) 

* Although the word is now common in the technical economic literature of various languages, 
I have not found it in any general dictionary of a language other than English, nor have I found it 
in any dictionary published in England. Its first appearance that I know of is in Webster's New 
Collegiate Dictionary (G. C. Merriam & Co., Springfield, Mass., 1949), where it is defined as “‘ virtually 
exclusive control of an industry by a few corporations covertly allied” (italics added). This, I fear, 
does represent a widely current conception of the term. A decided improvement has been made 
in the 1951 edition, where the definition is: ‘‘ Control by a few competing sellers of the amount 
and price of a given product or service to a large number of buyers.” 

So far as I know, no other of the great proliferation of new terms which has been proposed in 
this area: monopsony, polypoly, heteropoly, pliopoly, etc., etc., has advanced beyond the stage of 
technical jargon. 

3 Three pages in Pigou’s Economics of Welfare, 2nd edition, 1924, form a chapter. 

* Pareto’s “ refutation ” of Cournot, and his position that the problem is “‘ overdeterminate,” 
should receive specific mention. Although he was perhaps “on the right track,” his conception of 
the problem seems to me to go completely astray (cf. Monopolistic Competition, second page of Appendix 
A). Were it not for this fact, “‘ overdeterminateness ”’ might be interpreted as implying that the 
problem was a manifold one. 
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a major step forward in my own progress with the problem.1_ Although this 
view (for which I believe I may claim some responsibility) has gained a sub- 
stantial following in recent years, it by no means prevails, and many to-day 
are still looking for the answer. I have even heard it seriously proposed by 
one of our newer crop of mathematical economists that what we must do is to 
“ define the problem in such a way that the answer will be determinate.” 

As for subdivisions within this manifold problem, it seemed that a major 
distinction must turn on whether the fact of mutual dependence is (1) 
“ignored ” or (2) “‘ recognised.” Both of these categories are very general. 
With respect to the latter in particular, “‘ what each seller thinks the other is 
likely to do ” appears to have many different aspects and involves a variety of 
uncertainties and hence of ‘‘ conjectures,” including conjectures, not as to 
what the other will do, but as to what his conjecture will be, and so on in- 
definitely. It invites manceuvres for positions of advantage, including those 
of the “‘ leader—follower”’ relationship (in the ordinary sense of “ price 
leadership,” and also in the totally different Stackelberg sense, which 
excludes this). Jn itself it raises special problems of the short and long run, 
including time lags; of perfect and imperfect knowledge; of “‘ rational ”’ 
and “‘ irrational ’’ conduct; of security or risk; and in general, of “‘ war- 
fare,’ including tactics and game theory. Like the broader subject of 
oligopoly, of which it is a part, it is not a problem but a family of problems, 
with a family of different solutions, depending on how it is conceived, 1.¢., 
on what “‘ assumptions”? are made. It has in fact received extensive 
development in the indicated directions in recent years, and from a variety of 
different sources.” 

A feature of “‘ duopoly ” theory in the mid-twenties was that it ignored 
almost entirely the “‘ mutual dependence recognised ” solutions—that phase 
of the subject which is now thought by many to be the essence, or even the 
very definition, of the oligopoly problem. Such recognition is, of course, 
foreign to both the Cournot and Edgeworth solutions, which, as has been 
pointed out above, dominated the scene.* Irving Fisher, advancing the 
game analogy (chess) for the first time to my knowledge (1898), and H. L. 
Moore (1906) had both criticised Cournot on this score, but neither one 
carried the matter further. Pigou (1924) again presented the chess analogy, 
but seemed to think that it led to Edgeworthian oscillation (although pro- 
posing a new set of limits which has always been completely mysterious to 


1 Monopolistic Competition, Chapter III, passim, but especially pp. 30 and 37. Stackelberg, who 
traces the history of the subject in exhaustive detail, classifies me together with Zeuthen, as an 
“eclectic,” and mentions no one earlier in that category (op. cit., p. 83). 

* Among these sources—and also as a part of the state of ‘‘ duopoly ” theory in the middle 
twenties—should be mentioned the “ solution ” given by Bowley in 1924 (Mathematical Groundwork 
of Economics, p. 38). With essentially Cournotian equations, but differentiating without the Cournot 
ssumption that for each seller the supply of the other is fixed, he came out with an equation for 
tach seller containing the derivative of the output of the other with respect to his own. His con- 
dusion was that the problem cannot be solved without evaluating these derivatives (see my Ap- 
pendix A), 

* A possible ambiguity should be guarded against. The emphasis must be on the word “ mutual”’ : 
tach seller recognised his own dependence on the other, but not the other’s dependence on him. 
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me); and three years later (1927) Wicksell, arguing also for the recognition 
of mutual dependence, rejected Edgeworth because he had ignored it, and 
favoured Cournot (who had equally ignored it!). To me at that time, the 
real problem seemed to be to develop ‘‘ mutual dependence recognised” 
as a separate category, and to make clear that it had nothing to do with 
either Cournot or Edgeworth, both of whom had, on the contrary, assumed 
that mutual dependence was ignored. 

I take this opportunity finally to comment on a phase of the ‘“‘ mutual 
dependence recognised ’’ category, which has become so important in the 
recent development of the theory. The solutions under this heading in my 
own case were multifarious, involving time lags, frictions and a variety of 
uncertainties.1 They all took, however, as their point of departure, a con- 
ception of the fundamental nature of the problem which has been much 
misunderstood, and has even been rejected as “ incorrect ’’ by Stackelberg. 
It involves the distinction between (1) the direct effect which a seller has upon 
price and (2) the indirect effect, which includes the moves his rival makes a 
a consequence of his own; and holds that for a seller to take the second as well 
as the first into account is fully consistent with independent action.* Although 
the solution if each seller thus takes account of his total influence on the price 
may be the same in terms of prices, outputs and profits as if there were an 
agreement, there are excellent reasons for making clear that no agreement 
is involved—not even “tacit”? agreement, quasi-agreement or “ spon 
taneous co-operation.”’ In other words, this is a /egitimate solution of oligopoly, 
consistent with complete independence of the sellers, and not to be excluded on 
the false ground that there is an agreement in some sense, and hence monopoly. 

In defence of this view, an appeal to the analogy of chess may be useful. 
Clearly if a chess player decides against a particular move because the 
responses to it which his rival would make would be damaging to him, he 
cannot be accused of “‘ spontaneous co-operation ’’; and he should hardly be 
required by the rules to make the move on the ground that otherwise he would 
be entering into a “‘ conspiracy in restraint of chess,’ or into an agreement 
with his rival. Why, then, should a business-man who acts with equal (and 
rather ordinary) intelligence in deciding not to make a price cut, be accused 
(either by economists or by Attorneys General) of “ collusion,”’ or of tacitly 
** co-operating’? with someone? The point is that the idea of “co 
operation ”’ in any sense is unnecessary to the result.* 

The chief difficulty (and it appears to be very great) in recognising a 
distinction between: (1) independent action on the part of each com- 


‘ 


1 Monopolistic Competition, pp. 50-3. It has seemed to me over the past twenty years that, 
although there is good cause for concern about oligopoly, the alarm felt by students of policy 
problems in the United States is excessive, being based erroneously on the identification of oligopoly, 
first of all with ‘‘ mutual dependence recognised,” and secondly, with this under a particular set 
of highly simplified assumptions. 

2 Op. cit., p. 85. It is also rejected as the “‘ first degree of collusion,” by R. F. Kahn (op. ai, 
p. 8). 3 Cf. Monopolistic Competition, p. 31. 

* Of course, agreements, both actual and tacit, are extremely common in reality, and theres 
certainly no intention to deny them where they are in fact present. 











BE 


BE SRE RFRSRSSEOS?Y 





ion 
and 
d » 
vith 
ned 


ent 


aly, 
1 on 


yuld 
lent 














1957] ON THE ORIGIN OF “ OLIGOPOLY ” 217 


petitor with regard to the full effect of his acts, and (2) non-independent 
action, or collusion (actual or tacit), is that (under certain simplified condi- 
tions of symmetry) the quantitative, or mathematical, “‘ solutions” are the 
same.! It is a familiar case of where mathematics, if its limitations are not 
recognised, may easily obscure or cover up economic distinctions of the 
greatest importance for a truthful theoretical explanation of a phenomenon, 
and hence also for policy. If, in order to prevent certain undesirable 
economic results, ‘‘ agreements in restraint of trade ’’ are prohibited, and if 
it appears that the same results may follow when there are no such agree- 
ments, the means are not effective to achieve the end. And if it is sought in 
practice to achieve the end by arbitrarily treating as collusion all cases of 
mutual dependence recognised in the sense here meant,? or even all 
cases of ‘‘ price rigidity,” the falsity of the explanation is not likely to be 
without consequences. One can well imagine, for instance, that business- 
men who would like to be independent, when legally harassed for “‘ spon- 
taneous collusion,” might in desperation actually engage in collusion for the 
purpose of moving their prices about from time to time in inconsequential 
ways, so as to give the appearance of not colluding! 

To return to the theory, it seems impossible to handle this idea of the 
indirect effects of independent action by the use of the technique of “‘ con- 


jectural variations ’’—the derivative, oa of one output (price) with respect 
1 

to the other—which Hicks once described as “‘ opening a path towards a 

general theory.” * The reason is that there are no conjectural variations,® 


1 An element of paradox in the argument must also be partly responsible: it is because the 
individual seller has no (appreciable) influence on the price in the case of large numbers that the 
price falls, and it is because the individual seller has an appreciable influence in the case of small 
numbers that it does not fall. (Cf. Monopolistic Competition, p. 49 and top of p. 53.) The difficulty 
isillustrated by a letter I once received pointing out very politely that there was evidently a “ typo- 
graphical error’ at the top of page 53! It is also illustrated by a criticism on the part of Stigler, 
in which he dismisses the argument as “‘ equally applicable if there are a million producers,” thus 
merely revealing that he did not understand it. (‘‘ Notes on the Theory of Oligopoly,” Journal of 
Political Economy, June 1940, p. 525.) 

* “ Joint maximisation,” although technically unobjectionable as a description (under special 
assumptions) of the result, unfortunately is heavy with the connotation of joint action, which may or 
may not be present. 3 See the reference to Bowley, above, p. 215 note 2. 

« “ Annual Survey of Economic Theory: the Theory of Monopoly,” Econometrica, January 1935, 
p. 13. His sketch of the path, however, brings out its limitations. It is confined to quantity varia- 
tions (which are described at one point as “‘ similar ”’ to price-cutting!), and progresses frorm the 
Cournot case through successive assumptions that first one, and then both, of the sellers “‘ takes as 
his conjectural variation the reaction curve of his rival” (p. 15), following the case of both with the 
observation that “‘ there does not seem to be any reason why we should stophere.” But there is a 
very good reason, and it is that we should have stopped much earlier. To illustrate what is happen- 
ing: under the simple conditions of a straight-line demand curve and no cost curve (see my p. 32), 
if one seller behaves this way he will produce }$ and the other }, leaving } unproduced; if both 
behave in this way, each will produce %, leaving } unproduced. But, although the mathematics 
are undoubtedly correct, what possible reason could there be for two sellers in the real world 
actually choosing such outputs? Is this not another illustration of the substitution of mathematics 
for economics ? 

* To say that there are no conjectural variations (derivatives) is, of course, not at all the same 
thing as to say that the derivatives are zero. For instance, if it is quantities that are being adjusted, 
this latter gives the Cournot solution. 


‘ 
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since each seller simply adopts the (joint) optimum figure, being confident 
that the other(s) will do the same. Likewise there are no reaction curves, 
for there are no “reactions.” 1 In the simple case of two sellers (under 
symmetrical conditions) the attempt to plot a “‘ reaction curve ”’ for each will 
simply show that each is independent of the other—in other words that the 
concept of a “ reaction’ does not apply.?, A general theory in terms of 
** conjectural variations,” in addition to many other objections to it, would 
automatically rule out the recognition of “ indirect effects” as a part of the 
oligopoly problem. 

The Stackelberg approach is an example of this. His basic conception 
of the problem in terms of the reaction of each seller to a decision of the other 
taken as a datum, excludes indirect effects by definition; and these latter, 
rejected by the theory, naturally come to be interpreted as “‘ co-operation,” * 
In effect, the reasoning is that if A is charging $1, the best price for B is 
evidently 99 cents, with no ifs, ands and buts about it. The fact that B may, 
consistent with independence, decide to charge $1 and divide the market with A 
at that figure, rather than oblige A to lower his price to 99 cents, where he 
will again share the market with him, and less profitably, is not regarded as 
** legitimate.”’ 4 

These final comments on conjectural variations seem to lead us again not 
only to the conclusion that oligopoly has no single solution; but beyond this 
to an appreciation of the pitfalls which beset any attempt to bring its multi- 
farious solutions within the embrace of any single formula. It is a disturb- 
ing and recalcitrant problem, especially to the mathematically minded 
theorist who insists upon having “‘ the answer.” 


Epwarp H. CHAMBERLIN 
Harvard University. 


1 It is true that decisions are taken on the basis of reactions which would take place if the decisions 
were different. But the key is that they are not themselves reactions to decisions actually taken by 
rivals, 

2 The logical (and mathematical) distinction between this and market sharing, or between this 
and ‘“‘ price leadership,” should be made clear. In the symmetrical case (for simplicity), under 
market sharing each puts on the same output as the other, and under “ price leadership ” each 
charges the same price. The conjectural variation, whether in quantities or prices, therefore = |, 
since any change by either party will be imitated by the other. Reaction curves exist in this case, 
although the answer cannot be obtained without added information merely by solving them, since 
the curves are identical for both sellers, and therefore coincide throughout. 

3 His theory also admits only quantity adjustments in the case of a homogeneous product. 
Price adjustments are excluded on the ground that price differences are inconsistent with a homo- 
geneous product. This seems to be a case where Cournot “ refutes? Edgeworth, instead of the 
reverse, as was thought for so long. At any rate, this purist logical position taken by Stackelberg 
cuts off a substantial part of the real problem, and thus allows only solutions of the unrealistic 
Cournot type for homogeneous oligopoly. (Cf. my own treatment of this issue in Monopolistic 
Competition, Chapter III, especially pp. 35-43, 50-3.) 

* Fellner has also recognised this limitation on the Stackelberg approach (Competition Among the 
Few, pp. 116 ff.), and himself gives great importance to the part played by regard for the “ indirect 
consequences of individual policies.” But he does not draw the sharp distinction between this 
and co-operation which is here insisted upon—not even in describing my own position (see p. 40, 
for instance, where “‘ indirect consequences ”’ slips over into “‘ co-operation ’’). 
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MALTHUS AND THE UNDERDEVELOPED AREAS 
I 


In recent discussions attempts have been made to apply the Malthusian 
theory to the underdeveloped areas, identified in practice with the poor areas 
of Asia, Africa and Latin America, rather than to the western world. Un- 
fortunately, there is still widespread disagreement on the interpretation of 
the writings of Malthus. It is possible, however, to avoid much unnecessary 
controversy by separating the question whether the Malthusian theory con- 
stitutes an internally consistent, logically valid conceptual scheme from the 
question whether it is adapted to the interpretation of events in the world of 
our experience. And since conditions in that world are continually changing, 
the additional question arises, whether it is more relevant to some periods of 
history than to others. 

The social theory that lies at the roots of the doctrine of Malthus rests 
upon four premises:? first, the natural indolence of man; second, the 
necessity of food for the survival of Man, as of all biological organisms; and 
third, the existence in Man of a strong urge for the fulfilment of sexual im- 
pulses. The second forces Man to overcome the first so far as may be necessary 
to provide himself with the means of subsistence, and the third reinforces the 
second by compelling him to stir himself to the greater activity needed to pro- 
vide for a family as well as for himself. These biological needs and impulses 
are among the mainsprings of human progress and creative achievement, 
operating through the institution of the family to overcome natural sluggish- 
ness and inertia. ‘They cannot, however, be realised unless Man uses 
restraint and exercises control over his biological impulses. The effort and 
sacrifice which this necessitates are foreign to the “‘ natural man,” who is 
always in danger of lapse and of surrender to impulse and passion. So great 
is this danger that mankind oscillates uneasily between the course dictated 
by reason and the course dictated by inclination, between the course dictated 
by duty and the course dictated by pleasure. 

The fourth premise consists in the limitation of the supply of land. It is 
from this that the idea of diminishing returns emerges. 


‘ 


‘, . « by the laws of nature in respect to the powers of a limited terri- 
tory, the additions which can be made in equal periods to the food which 
it produces must after a short time, either be constantly decreasing, or, 
at the very most, must remain stationary . . .” ? 


This premise is essential to the Malthusian scheme: it constitutes the only 
effective argument that can be used in reply to those who have pointed out 


1 Malthus’s exposition was far from tidy: his premises were not all neatly assembled in one 
place. In addition to the Essay, his article in the Supplement to Encyclopedia Britannica, 1824, now 
reproduced in Introduction to Malthus, ed. D. V. Glass (London, 1953), should be consulted. 

* Reproduced in Introduction to Malthus, op. cit., p. 143. 
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that food grows and multiplies by equally if not more prolific and lavish means 
than those which provide for human reproduction. ‘The space required to 
produce the means of subsistence for a man is much greater than the space 
which he occupies; he can therefore never reach the point of ‘‘ standing room 
only’! 

On these four premises the main structure of the Malthusian theory is 
built. The pressure of numbers on the means of subsistence is regarded as 
beneficial and as responsible not only for the improvement of the material 
conditions of life but also for the creative achievements of mankind generally. 
This hypothesis has a limited resemblance to Toynbee’s hypothesis that 
moderate physical obstacles to material advance have supplied the main 
stimulus to the growth of civilisations. Holding that population pressure 
was the mainspring of human effort, Malthus was consistent in condemning 
devices for indulging biological impulses without adding to population. The 
benefits that might accrue—and, as we shall see, they would not always 
accrue—from smaller numbers would be more than offset by diminished pro- 
duction. ‘‘ Neo-Malthusianism”’ is wrongly designated. Under the guise 
of adding a corollary to the Malthusian scheme, it eliminates one of the four 
central pillars which hold it together, and gives it a lop-sided appearance 
which those who called for the change then wrongly declare to have been in 
the original structure. 

But it was only through appropriate social and political institutions that 
population pressure could fulfil its function as a stimulus to human effort and 
a precondition of human advance. The place of the family in human 
society must be maintained, and parents must be held responsible for the 
entire maintenance of their children, otherwise the need for restraint would 
be removed, early and improvident marriages would become general and 
productive effort would slacken. Presumably death-rates would rise, and 
population, perhaps after an initial spurt, would fall below its previous level, 
following a decline in the willingness, through the removal of the stimulus, to 
work. Thus the last state would be worse than the first, and the later popula- 
tion smaller than the earlier. 

But the family was not the only institution given a leading place in the 
Malthusian scheme. It would be of little avail to leave the economic 
responsibility for the rearing of children to parents unless they were guaran- 
teed in the possession of the fruits of their labours. The government must 
therefore uphold the security of private property “‘ by a code of just laws, 
impartially administered.” But it could only do so under a regime in which 
civil liberties were assured, and experience showed that civil liberties only 
flourished alongside political liberties. Moreover, neither civil liberty nor 
political liberty could be complete without general education; it was only 
when family responsibility, general education, and civil and _ political 
liberty were firmly established that the individual formed the habit of 
“* looking before and after ” and planning for the future, not only for himself 
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but also for those related to him and for whom he had special economic 
responsibilities. 

It follows logically from Malthus’s economic and social theory that the 
closer a society approaches to the ideals of stable government, impartial 
justice, free institutions, free enterprise and a conservative family structure, 
the larger both population and production will be. When, under wisely 
conceived social institutions, looking before and after has become a habit and 
a sustained practice among the greater part of the population, marriage will 
be postponed until the future parents can see their way to support a family 
from their own resources. ‘The birth-rate will be lowered, but the death-rate 
will be lowered still more. Productive activity will be at its highest and the 
land will be improved and put to its best uses. 

But the supply of land is limited, and the expansion of the virtuous 
society would ultimately be checked. It is not necessary to suppose that the 
check would be a final one, at least until after a long period. After all, it 
was Malthus who spoke approvingly of “‘ making two blades of corn grow 
where one grew before.’’ But such improvements could not be continuous, 
and it is arguable that they have ultimate limits. All that need be affirmed 
at this point is that, according to the Malthusian theory, a stage will be 
reached in the history of the most virtuous society with the best of social 
structures, where all the cultivable land is occupied and producing the 
greatest quantity of produce of which it is capable in the light of existing 
knowledge. Indeed, the more virtuous the society, the sooner will that point 
bereached. If virtuous social institutions were to be maintained, the age of 
marriage would then have to be raised to a point where the birth-rate would 
be lowered until, without any increase in the death-rate, the population 
would be stabilised. 

Once reached, it was not necessarily fixed for all time. An improvement 
in the arts of cultivation would permit some resumption of expansion, so long 
as social institutions were not allowed to deteriorate and the age of marriage 
was not reduced further than was justified by the growth of produce. A 
limited advance only would be possible, and in time the age of marriage 
would have to be raised again and the population stabilised once more. 

But Malthus did not believe that these ideal conditions, in which reason 
and prudence prevailed to the uttermost, had been characteristic of historic 
times. The absence of civil and political liberty in most societies had led to 
arbitrary exactions, unjust and discriminatory laws and maladministration of 
justice, which had prevented the individual from enjoying the fruits of his 
labour. The ignorance of the masses had been inimical to the growth of 
foresight and prudent planning, or indeed to any regard at all for the future. 
Even when the governing classes had been inspired by good intentions, their 
benevolence had often been spasmodic and misplaced. Both arbitrary 
exactions and misplaced benevolence had encouraged laxity in private life, 
early and improvident marriages and an irresponsible attitude towards both 
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labour and procreation. Hence production of necessities fell far short of 
that which the supply of land and the state of technology would permit, 
High birth-rates were offset by high death-rates, which kept the population 
within the limits of the food supply. Thus population failed to increase as 
much as it would have increased under wisely conceived social organisations: 
the smaller population in a society where vice prevails is worse off than the 
larger population in a society where virtue is triumphant." 

Summing up, it may be said that the Malthusian theory has two aspects, 
Population pressure is conceived of as manifesting itself in two forms: first, 
as a continuous social process and second as leading to a climax or series of 
climaxes. The first form is present virtually without interruption in all 
societies, except possibly in the very early stages of occupation of new and 
almost uninhabited countries. The second consists in a discontinuous and 
irregular series of events. These two aspects of the theory are wholly com- 
patible with one another and are consistently related to one another in a 
single conceptual scheme. There is thus no ground for Professor Bowen’s 
charges * that they are “in flat contradiction to one another,” or that 
Malthus ‘succeeded in inextricably muddling them together.” It is 
possible on empirical grounds to criticise some of Malthus’s historical applica- 
tions of his theory, but such criticisms do not affect the consistency of the 
conceptual scheme itself. In the Malthusian view social and political insti- 
tutions change from time to time and with them the degree of foresight and 
restraint shown in different societies. They differ also from place to place 
at any onetime. Thus the Malthusian scheme leaves the way open for both 
temporal changes and spatial differences in the state of population, arising 
from social influences and, at times, apart from or only indirectly related to 
differences in the quality and quantity of natural resources. ‘The scheme as 
a whole is likely to survive the most severe logical scrutinity. 


II 


The logical consistency of a conceptual scheme gives no assurance of its 
relevance to and usefulness for the interpretation of events. The premises 
may be wrongly chosen or their comparative importance wrongly assessed. 
And when attempts are made to apply to contemporary events a conceptual 
scheme constructed in the past, another danger arises. In studies of human 
societies, new conceptual schemes are invariably influenced by the social and 
economic conditions and by the habits of thought of the times when they are 
constructed. But when populations grow, when technology advances, and 
when social and political conditions change unevenly in different parts of the 
world, the choice of premises and the comparative weights given to the 
premises chosen may be in need of revision. A century and a half has passed 


1 See especially Malthus’s Encyc. Brit. article in Introduction to Malthus, op. cit., pp. 150-1. 
* Cambridge Economic Handbook, Population, p. 101. 
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and great social and economic changes have taken place since the Mal- 
thusian theory was first expounded. Its power of survival in the world of 
ideas isimpressive. It has had its periods of boom and slump, but up to now 
it has not failed to recover, and the suddenly increased concern over the 
economically poorer areas of the world appears to be giving it a new lease of 
life. All these things give a special interest to an inquiry into the relevance of 
Malthus’s premises in his own time and still more in our time. 

First, it must be asked whether or not any of the premises were misplaced 
or wrongly weighted in respect to the conditions of the late eighteenth 
century as well as to those of a later time. Actually, none of them can be dis- 
missed as either completely erroneous or completely irrelevant. But, re- 
gardless of changing conditions, the premise that Man will not exert himself 
unless he is obliged to support a family solely by his own exertions may be set 
aside as too extreme. It is an exaggeration of a valid but more limited 
observation that many people work harder than they would otherwise do in 
order to establish and maintain a family. The spread of birth control 
affects this tendency only in degree. For the majority of people, the desire 
for offspring seems to be as instinctive as the desire to mate. The desire to 
bring up a family whose size is voluntarily controlled may be as strong an 
incentive to exertion as the enforced duty to bring up a family whose size is 
uncontrollable, particularly when parents also aim at maintaining or raising 
a standard of wants which includes the preparation of children for adult life 
as well as their maintenance in childhood. Malthus himself recognised 
and encouraged this aim when he placed education and civil rights among the 
foremost requirements of an enlightened society. 

If the control of births in wedlock does not have the disastrous effects on 
economic effort and creative activity which Malthus believed it would have, 
the menacing climax or series of climaxes foreshadowed in the longer-run 
aspects of his theory, which might be avoidable under present mortality rates 
only by postponement of marriage well beyond the late age found in Ireland 
to-day, can be escaped through more widely acceptable means. At present 
this means of escape is more practicable in western societies than in the under- 
developed areas and affects the applicability of the long-run aspects of the 
Malthusian scheme to western societies to-day, and perhaps to all societies 
at some future time, far more than to the societies of his own time and earlier. 
It follows that future population crises, as Malthus saw them, no longer 
appear to western peoples as direct dangers arising in their midst but as 
indirect dangers from the repercussions of possible future crises in the under- 
developed lands. 

In addition to the exaggerated place given in the Malthusian theory to 
man’s propensity to indolence there are two weaknesses arising out of the 
comparative importance given to the different elements in it. Malthus 
recognised but underestimated the role and importance of technical progress, 
which at the end of the eighteenth century had not shown anything like its 
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later achievements and promise. He recognised but underestimated the 
role of migration and international trade in population theory, giving thema 
subordinate—almost a negative—place in his scheme. But these weak- 
nesses were aggravated by, if not largely due to, his overemphasis on the 
relation between child-bearing and economic effort. As we shall see, the 
three weaknesses of the Malthusian scheme as an instrument for the analysis 
of population problems are interrelated. 

Since the successors of Malthus have laid great stress on his under- 
estimate of the extent of technical progress,! we may pass on to the role of 
international trade and migration in his scheme. Malthus, like most 
students of population since his time, gave too little attention to the distinc- 
tion between the study of the relations between the total population and total 
resources of the world, and the study of the relations between the population 
and the resources of a single country. 

A strong logical defence can be made of his position. If identical forces 
were at work in every society, it seemed to matter little what area was under 
consideration; the outcome would be much the same. For a time the 
means of subsistence might be abundant in a newly settled land of sparse 
population. But the same inexorable laws applied to the new as to the old 
world, and the temporary abundance in the new world would tend to 
encourage the new settlers to be fruitful, to multiply and to overrun the land 
until their condition was similar to that of their kin across the sea. The 
older countries were nearer the limits of further expansion than the newer, 
and the returns to additional labour were declining. But population would 
increase rapidly in the food-exporting countries, and the supply of food for 
export would decline as domestic consumption rose. What has happened 
to the exports of fats and oils from India in less than two decades would in the 
Malthusian view be ultimately the fate of all food exports. In the meantime 
the populations of the food-importing countries, having grown with the 
growth, would be forced to decline with the decline, of food imports. Thus 
the last state would be worse than the first. 

If the Malthusian premises are accepted without modification, if an 
extremely long-run view is taken, and if regional differences in immovable 
natural resources are set aside,” this analysis is logically valid. But even if 
all societies were virtuous it hardly follows that they would expand every- 
where to the point where they consumed all the food which they produced. 
The population of an area where agricultural land was the main natural 
resource, where no mineral deposits on a commercial scale existed and where 
conditions were wholly unfavourable for industrial exports would be unable 
toearn income abroad and would beforced to go without manufactured goods, 


1 This is virtually the only point of substance in the vituperative attacks by Engels and Marx on 
Malthus (see especially Ronald Meek, Marx and Engels on Malthus, 1954). Unfortunately, with 
characteristic overstatement, they set it up as a dogma that technical progress inevitably keeps pace 
with the needs of growing populations. 

2 The third condition may have been overlooked by Malthus. 
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if it had no agricultural produce to spare for export. In a virtuous society 
with sound social and political institutions population growth would pre- 
sumably be checked before all the food for export had disappeared. Even in 
a society which fell short of the Malthusian virtues, and where therefore 
productivity was low, mortality high, and the land not fully cultivated, it 
might be more profitable and require less effort to produce food for export 
and to import manufactured goods than to aim at self-sufficiency. In short, 
Malthus, in his treatment of international trade, seems at times to have 
abstracted implicitly from regional differences in fixed natural resources and 
to have concentrated too inuch on the very long run—a weakness to which 
in other fields he was less prone than his leading contemporaries were. 

The slender role given by Malthus to trade and migration reflects partly 
the state of technology in his time. It was not until some time after his death 
that the application of mechanical power to transport became widespread 
and opened the way for the economic development of the future inland 
food-exporting areas. It changed the character of population problems, not 
least of those of the areas described to-day as underdeveloped. 

Unfortunately the opportunity was not taken to revise and extend popu- 
lation theories to take account of the combined effect of changes in transport 
and in fertility rates which spread over the western world, particularly in the 
later part of the nineteenth century and in the twentieth century. Marshall 
was conscious of these changes, but stopped short of a reconstruction of 
population theory. The optimum theorists took even less account of inter- 
national trade than Malthus had done. Their conceptual schemes in the 
main were drawn on the assumption of self-sufficient communities and em- 
bodied a higher degree of abstraction than the Malthusian theory had, the 
most drastic abstraction lying in the very direction in which advance was 
most needed in the light of changing world conditions. 

The underdeveloped areas, as they are now defined, present a great 
diversity of conditions. The popular impression that they are crowded 
areas is derived only from parts of the Asiatic and Caribbean tropics. Nor 
is the degree of poverty among them by any means uniform. There are, 
too, wide differences in the ratio of population to mineral as well as agri- 
cultural resources. These differences do not in themselves render the Mal- 
thusian theory irrelevant to the underdeveloped areas. As we have seen, 
Malthus used his theory to explain, not merely poverty in crowded areas, 
but also poverty in sparsely populated areas. Indeed, it may well be argued 
that the elements in the Malthusian theory which can be most usefully applied 
to the position of the underdeveloped areas are those related to the role of 
social and political institutions, and of security of property and of the fruits 
of labour. This aspect of the Malthusian scheme, which has been little 
noticed in the recent past, may well outlast the more fashionable parts of the 
theory. Students of the underdeveloped areas are now forced to consider 
the role of social and political institutions in retarding development in 
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sparsely as well as densely populated parts of the tropics, and for some areas 
strong arguments might be advanced for attributing scanty population to 
mismanagement. 

When we turn to the other side of the Malthusian theory, however, and 
ask whether the more densely populated tropical areas are approaching a 
critical point at which all available land has been brought into full use and 
the population is left to choose between restraint and a higher death-rate, we 
encounter theoretical difficulties which cannot be surmounted without 
passing beyond the confines of the Malthusian scheme. It is here that the 
inadequacy of Malthus’s treatment of international trade stands out sharply, 
No conclusion can be reached merely by pointing to the saturation of agri- 
culture from the points of view of production and employment. In a world 
at peace, modern power-driven transport and quick communication open 
the way to specialisation and international trade on a large scale, and to 
migration not only of common labour but also of technicians and workers 
possessing a wide variety of skills who spread new technical advances over 
the earth. When agriculture can employ no more workers to advantage 
there is still a possibility that other occupations, requiring little land for each 
unit of product, may be developed to absorb the surplus workers. The 
study of the conditions in which this may be expected to occur is one of the 
most important parts of the study of underdeveloped areas. 

Fortunately there are elements in the approach of the Swedish and Danish 
economists to international trade and capital movements which, with 
modifications and additions, may contribute more than specific population 
theories have yet done to the construction of a wider ind more adequate 
conceptual framework for the study of the population problems of the under- 
developed areas. 


III 


For the population student the starting point lies in the uneven distribu- 
tion of population, natural resources and natural obstacles over the earth and 
in relation to one another in different parts of the earth. Each is subject to 
continuous change, the first through non-economic as well as economic 
influences and the others partly through the depletion of resources but far 
more through technological changes, which change the economic significance 
of the various types of resources and obstacles. As a corollary, if the numer- 
ous types of land and other natural resources, of workers and technicians, 
and of loans over different periods of time, are regarded as separate agents 
or factors of production, which cannot be substituted completely for one 
another, at least over relevant periods of time, it follows that the agents or 
factors of production are unevenly distributed over the earth and with respect 
to one another in different parts of the earth. 

This corollary should be considered in conjunction with two other pro- 
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positions. The first is that there are differences in the conditions of supply 
of, and in the proportions of the factors used to produce, different goods 
and services, resulting partly from differences in the prices of the productive 
agents and partly from the limitations imposed by nature in a given state of 
technology, and thus changing with changes in their comparative abundance 
orscarcity. The second proposition is that there are differences in the tastes 
and incomes of consumers; hence the types of goods consumed to meet the 
same needs are not identical in all areas. Differences in the conditions of 
supply sometimes react directly on the tastes of consumers, but habits thus 
formed may spread to and persist in other regions where the conditions of 
supply are different. 

Thus, if the conditions of supply and the composition of demand differ in 
these ways in different areas, the prices and the productivity of the agents of y 
production will differ also. When these international differences in prices 
exceed the costs of moving people or goods from one country to another, there 
is an incentive for those influenced by economic motives to migrate or to 
engage in commerce. 

The student of international trade generally uses a more simplified frame- 
work in which the existing distribution of population and natural resources 
are regarded as “‘ given,” as doubtless they must be in “‘ static’ or “‘ equi- 
librium ’’ analysis. But for the student of population they are among the 
chief objects of inquiry. Superficially the theories just outlined may appear 
to offer straightforward escape from population troubles through increased 
trade and reshuffling of productive agents among regions. But when 
account is taken of the unevenness and the extraordinary variety of natural 
resources, the decline in their amount and quality from exhaustion, and the 
increase through discovery and technical advances, this appearance is seen 
to be deceptive. 

No two areas on the earth’s surface are identical. Each country has a 
unique combination and composition of natural resources to aid and natural 
obstacles to hinder its development. The characteristics of each population 
differ from those of all the others. None of them is self-sufficient or could be 
in any significant economic sense. Each has a unique combination of 
productive agents, whether human or physical. Each inherits from the past 
a different set of productive equipment and appliances which contribute to 
present output. The interrelations among these economic units is amazingly 
complex, and becomes more so as the numbers of people and commodities 
grow. Each of them must struggle to find a place in the intricate network 
of international economic relations. 

The analogy of the jig-saw puzzle, which has been applied by Cambridge 
economists to certain aspects of economic life, might seem appropriate to 
international economic relations. For some time, I was in the habit of using 
it in oral discussions. If it conveys vividly an idea of the intricacy of the 
channels of world trade, it is nevertheless an excessive simplification. The 
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conditions just outlined are in a continuous state of flux. There are no 
** constants ”’ except the area of the earth’s surface into which the world’s 
population must fit itself. It is the fluctuations, the “‘ secular ’’ changes and 
the necessity of continuous readjustments to them which present the most 
difficult and at times seemingly intractable international economic problems, 
Perhaps a more appropriate though still a loose and imperfect analogy 
would be that of an interconnected system of ponds and rivulets where the 
water flows along innumerable channels, slowly eroding the land in some 
places, silting up the streams in others, and an alteration of level in one place 
is communicated, sooner or later, strongly or weakly according to its mag. 
nitude, to the whole system. This analogy at least conveys a sense of con- 
tinuous movement and of the role of time, neither of which is conveyed by the 
analogy of the jig-saw puzzle, and both of which are of first importance in the 
formulation of international economic policy. Space and time are not more 
separable in economics than in physics. Some of the greatest mistakes in 
economic judgment since the war have resulted from failure to realise the 
length of time required to effect readjustments in the pattern of world trade. 

The geographical aspects of economics include distance, the diversities 
of spatial characteristics and the position of a given country in relation to 
other countries. Energy must be expended and costs incurred in moving 
people or goods from one area to another, however favourable may be the 
conditions of transport. Even when in a first approach a space of uniform 
quality is postulated, complicated questions arise over transport costs. Next, 
the qualities of the earth’s crust are immensely varied: atmospheric con- 
ditions, the texture and chemical constituents of the soil, deposits below the 
soil, the contour of land surface and ocean bed, the direction and tempera- 
tures of ocean currents, present such heterogeneity along with some regu- 
larity that an assessment of their economic significance is an unending task. 
Finally, every country is influenced in its development by its position with 
reference to other countries—not only distance but direction is also important. 

However much the effects of unevenly distributed physical resources 
and obstacles may be modified and at times apparently overshadowed by 
social and political influences, they continue to play a unique part among the 
agents of production, arising out of the fixed character of many of them and 
the permanent immovability of others. As the movable must be brought 
to the immovable agents, the latter occupy a central position which con- 
ditions the uses made of the former. The diversities of spatial characteristics 
are thus of primary importance in economics. Once population is dis- 
tributed around the fixed resources other economic activities are established 
in the vicinity to supply its needs. The fixed resources and obstacles range 
from those which are wholly immovable—for example, the variety of climatic 
conditions suitable to the production of different plant and animal products 
and the combination of climate and contour suited to the production of 
hydro-electricity—to those, such as minerals, fish and timber, which, though 
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they must be obtained in fixed locations, can subsequently be moved at a cost 
which varies with the nature of the transport routes and with the ratio 
between the weight or volume and the price of the product. 


IV 


As a hypothetical starting point, let us indulge in the phantasy that by a 
magic wand the world’s population has been reshuffled without cost into an 
ideal distribution about the variety of fixed natural resources which are 
scattered over this planet, leading to higher economic returns to humanity 
than could be obtained under any other distribution. Under these con- 
ditions there would be no incentive for further transfers of productive 
agents. Migration for settlement would cease and the international 
economic order would be sustained by a large volume and intricate network ' 
of international trade and multilateral settlements, enabling each country 
to share in the natural resources of the rest of the world. 

This position, once reached, could be maintained only as long as popu- 
lation and natural resources remained stationary everywhere, or population 
changed at varying rates in each region in harmony with changes in the 
nature and content of natural resources through discovery, depletion or 
changing technology. Each of these conditions is fanciful, but the second 
serves as a point of departure for analysis. The frequent adjustments re- 
quired to maintain the ideal distribution would have to be made through 
changes in the rate of natural increase in each area: migration would be 
checked by the costs of movement before the ideal distribution were reached. 

The demographic conditions for the maintenance of the ideal distribution 
could be fulfilled only by a series of miraculous coincidences. Actually the 
rate of natural increase is determined by a variety of influences, some ¢ 
economic, others not, which differ from area to area, and which as a whole 
do not necessarily make for, much less ensure, appropriate adjustments 
between changes in the distribution of population and changes in the dis- 
tribution of natural resources. There are indeed important and insuffici- 
ently explored relationships—some of them reciprocal—between population 
change and economic change, between mortality and fertility, on the one 
hand, and a variety of economic conditions, on the other. But they are far 
more complicated and less predictable than might appear from the Mal- 
thusian theory, and their effects are often intermingled with, and difficult to 
disentangle from, those of non-economic influences. Moreover, the extent 
of the relationship varies greatly: in some cases a slight economic change 
may induce a large population change, in other cases the converse may 
occur, in still others, the changes are more nearly proportionate to one 
another. Behind these changes lie three influences: those of nature, those 
associated with human knowledge and those associated with the human will. 
As human knowledge advances the limitations imposed by nature on the 


human will diminish but never cease to be important. 
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The non-economic influences on mortality consist in those variations in 
the force and incidence of epidemic diseases which are independent of 
attempts at human control, and of the economic conditions of the people, 
Closely related to them are the influences resulting from the growth of those 
kinds of knowledge which can be applied at slight economic cost. Such 
influences, coming from outside the economic order, produce far-reaching 
changes inside it. The strictly non-economic influences have been highly 
important in human history, particularly before the twentieth century. 
The application of new knowledge at small economic cost has been greatly 
extended in the underdeveloped areas in recent decades. It may be 
admitted that some of the preventive and curative measures which cost little 
to apply originated in rich countries and are dependent on products of the 
chemical industry; they are forms of chemical warfare. Yet the results are 
out of proportion to the costs, and from the point of view of the under. 
developed areas the induced changes in population require little or no 
preliminary rise in productivity. 

At the opposite pole are reductions in the death-rate resulting from 
gradual and irregular improvement in economic conditions, which were 
probably the most important until far on in the nineteenth century. 

Broadly speaking, when non-economic influences on the death-rate are 
predominant, population growth induces economic growth, and when 
economic influences predominate, economic growth induces population 
growth. The economic aim is to obtain the greatest possible increase of 
economic growth over population growth. In the former conditions, which 
now exist in many of the underdeveloped areas, the aim may be harder to 
achieve than in the latter. Changes in mortality have not yet been matched 
by changes in fertility. But a time lag is inevitable. In the past high 
mortality hindered the rise of a desire for birth control; in the future lower 
mortality, by increasing the size of the living family, will arouse increasing 
interest in the possibilities of controlling it. 

In some of the underdeveloped eastern countries population density was 
much greater on the threshold of their modernisation than it had been in the 
western countries when their industrialisation began. These different 
starting points appear to be related to differences in the types of fixed natural 
resources which were particularly important under the technologies of the 
times and which affected the food supply, and through it mortality rates. As 
population grew, the advantages of large markets and of economies in trans- 
port were added to those of proximity to natural resources, and a wide 
range of household manufacture, construction activities and personal 
services grew around and in the midst of the area of intensive agricuiture. 

Then, in the modern period, changing technology reduced these ad- 
vantages. Machine industry is more narrowly localised than household 
manufactures were. Simultaneously non-economic influences on the death- 
rate were growing, and with them a redundancy of labour in agriculture and 
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in urban services. In such circumstances, the urge towards industrialisation 
hardly needs explanation. The question arises, whether or not the areas of 
these older concentrations of population, which were the seat of extensive 
domestic industries, retain any advantages of location in an industrial order 
in which power-driven machinery has replaced handicraft skills and a 
greater quantity and variety of raw materials, many of them not produced 
locally, are needed. Generally some advantages remain in the abundance 
of labour, in the convenience of water transport and in a large local market 
for necessities. But both markets and sources of raw materials have widened, 
and local producers, instead of merely competing with one another in an 
area with similar external economies, are faced with competition from 
distant producers in regions where the types and comparative supplies of 
productive agents are different. The outcome depends partly upon the 
unique endowment of each area with fixed natural resources, partly on 
transport costs and partly upon the quality of enterprise. 

In areas where the outcome is unfavourable, it seems incongruous to 
speak of “‘underdevelopment”’; it may appear rather that under the 
changed conditions the fixed resources in the area have become inadequate 
for the population and that migration should take place to areas where new 
resources await development. Yet it is now customary to describe as under- 
developed most of the countries in Asia where income per head is low, and it 
must be admitted that in such areas there is still scope for further application 
of modern technology to existing resources. But as these opportunities 
can be realised only by attracting from distant sources productive agents 
whose supply is limited, it is not enough to demonstrate the existence of 
opportunities for development in the densely populated area. Enterprise, 
skills and private investment will not be attracted unless expectations are 
aroused that these opportunities will bring higher returns than can be 
obtained in other areas. This illustrates again the impossibility of appraising 
the population position of any area in other than a world setting. 

The conditions just discussed apply only to part of the “ underdeveloped ” 
world, and the inhabitants of many parts of Asia, Africa and Latin America 
entered into the modern period with large tracts of land unused or lightly 
used and with a variety of other natural resources as yet unexploited. The 
explanation lies in both demographic and economic influences. Non- 
economic influences on the mortality, both of human beings and of draught 
animals, undoubtedly played a large part, particularly in areas where insect 
vectors of disease were abundant. But the natural resources themselves often 
interposed great obstacles to the earlier and more primitive techniques of 
development, and required special skills, first to bring them into use and then 
to use them without depleting them. In areas of shifting cultivation, many 
of which were uplands, high yields per hectare were unobtainable and 
populations had to spread themselves widely. Where population is sparse 
the costs of transport per head are much higher than where it is dense. 
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Before the middle of the nineteenth century sparse populations with little 
access to water transport were forced to live on a narrow range of com- 
modities, and were particularly vulnerable in years of poor harvests, since 
they had little to export and the high costs of transport excluded imports 
from distant sources. Hence their death-rates were probably higher in 
many years, and their rates of natural increase generally lower, than those 
of the denser populations in more fertile areas with readier access to water 
transport. 

Thus differences in fixed natural resources go far to account for the 
sparsity of population in some areas and its density in others on the thresh- 
hold of the modern period. This does not exclude the possibility that 
differences in social and political institutions played a part: whether they 
played the leading part, in the manner Malthus seemed to suggest, is more 
questionable. Doubtless political mismanagement was to be found in most 
areas of sparse population, and if it was also present in some degree in 
densely populated areas, the very means of livelihood there, based as they 
were in some areas on the control of water, depended on more effective 
central authority than was necessary in the former areas. Malthus does not 
seem to have laid sufficient stress on differences in fixed natural resources. 
Even without ineptitude in government and licentiousness in society there 
would have been immense regional differences in population density. 

Changes in technology in the modern period have altered the outlook in 
many sparsely populated areas. Natural resources have grown in quantity 
and variety through discovery and through the development of new wants, 
new products and new uses for old materials in the industrial countries of the 
temperate zone. Tree and bush crops—better suited than annual field 
crops are to the wet tropics—and in some areas metallic and non-metallic 
minerals or both, have created new economic opportunities for under- 
developed areas where population density is low in relation to natural 
resources. 

Thus if modern technological changes in the industrial countries of the 
temperate zone have reduced the opportunities for economic growth in some 
of the densely populated areas of Asia which were formerly the seat of ex- 
tensive domestic industries, they have increased opportunities in other areas, 
especially, though not exclusively, in the less densely populated areas of low 
income, which on any reasonable conception of natural resources can be 
considered as underdeveloped. Up to now these opportunities have been 
in foods, beverages and raw materials and not in manufacture. 


V 
For the lightly populated no less than the densely populated areas, for 


the areas richly endowed with natural resources no less than for the areas 
poorly endowed, increased trade and movements of productive factors are 
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indispensable conditions of economic advance. Aggregate savings are much 
less, even when they are greater per head, than they are in the densely 
populated areas. Economic development may be hindered by shortages of 
savings, skills and labour in sparsely populated areas as much as it is by 
shortages of fixed natural resources in densely populated areas. The pro- 
ductive equipment inherited from the past is scanty. The scarcity of com- 
mon labour may hinder the growth of agricultural exports, notwithstanding 
an abundance of suitable fixed natural resources. 

If international trade is of first importance to the growth of the under- 
developed countries, the distribution of natural resources is of first importance 
to their international trade. Since at present they are not—with the excep- 
tion of India—exporters of manufactured goods, they can obtain the 
equipment and skills needed for their development only by exporting raw 
materials. Technical advances and rapid growth of the western in- 
dustrialised countries, notably the change from solid to liquid fuels and the 
growing demand for metals, have greatly enlarged the prospects and re- 
duced the difficulties of underdeveloped areas endowed with mineral 
deposits. 

To-day differences in the supply of mincral deposits, even more than 
differences in the supply of agricultural land, distinguish the positions and 
prospects of the different underdeveloped areas. In the near future an 
increase in population is far less likely to encroach on mineral exports than 
on agricultural exports; many of the mineral deposits in the underdeveloped 
countries are in areas at present unsuitable for the conversion of raw materials 
into finished products. Investors in the industrial countries are readily 
attracted by mineral deposits, for which there is a high and rising world 
demand. ‘The royalties and earnings from exports of minerals go far, in a 
number of underdeveloped countries, to pay for the equipment and skilled 
services needed for further development and to finance that public sector of 
economic activities where—particularly since the development of the in- 
ternal-combustion engine—external loans are most difficult to attract 
because the benefits are widely diffused and only accrue slowly and indirectly 
to the investor. The underdeveloped country with minerals is better able 
to meet these needs than the country which has to rely on domestic 
savings for internal development and agricultural exports for external 
revenue. 

Thus, the unequal distribution of fixed natural resources goes far, 
though it does not go all the way, towards explaining the differences between 
the degree and type of economic development within the underdeveloped 
areas. Demographic changes and economic changes do not so adjust 
themselves to one another as to attain the best distribution of population 
around natural resources. Left to themselves, they are as likely to increase 
as to reduce existing disparities. 

Trade and the movements of productive agents are the chief means of 
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reducing these disparities. Exports tend to increase the demand for the 
abundant, and imports to reduce the demand for the scarce, agents of pro- 
duction. Emigration reduces the supply of the abundant, and immigration 
increases the supply of the scarce, agents of production. 

The similarities between these effects have been pointed out by Long- 
field and Ohlin. But the differences, to which less attention has been given, 
are not less important. There are differences between the collections of 
goods and services produced and between the characteristics of the pro- 
ductive agents directly affected in the two cases. Large emigrations in- 
crease the proportion of consumers to producers, resembling in their imme- 
diate, though not necessarily in their long run, effects a high death-rate 
among adolescent males. Increased reliance on exports of raw materials 
tends to increase balance-of-payments difficulties through the greater in- 
stability of export than of import prices. 

There are many other aspects of the comparison between trade and move- 
ments of productive agents which there is no space to discuss here. Any 
analysis is beset with dangers unless time is fully taken into account and the 
reciprocal effects of trade and migration are examined. The long-run 
effects of trade and migration have often more than offset their short-run 
effects. An exodus of skilled workers, long prohibited in many countries 
under penalty of death, may bring short-run losses but long-run gains to the 
country of emigration, hastening the development of other areas, which 
subsequently become important markets or sources of raw materials. Trade 
and movements of productive agents are interrelated in the long run, and 
both of them in different ways tend to improve the distribution of population 
about fixed natural resources. To hang a skilled worker who tried to emi- 
grate was to get the worst of both worlds! Economic, like political, history is 
in need of periodical revision; the final history of any period can never be 
written. 

In an expanding world economy a reduction, through increased trade 
and movements of productive agents, of the disparities between the dis- 
tribution of population and that of fixed natural resources is rot neces- 
sarily accompanied, in the short run at least, by a reduction in the inter- 
national inequality of incomes. The early development of the under- 
developed countries depends upon the growth of demand for food and raw 
materials in the industrial countries. But as industry continues to grow in 
established ceatres of manufacture, raw materials are fabricated into more 
refined products and a greater value of manufactures than before is produced 
from a given quantity of raw materials. Hence the value of output tends to 
rise more rapidly than the value of imported raw materials. This disparity 
is unlikely for some time to be offset in the underdeveloped areas by im- 
provements in agriculture and by the growth of industry for the domestic 
market. Consequently, in the short run at least, average incomes will rise 
faster in the industrial than in the underdeveloped countries. 
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It follows that the concepts of under-population and over-population can 
be applied only to the conditions in an area at a particular time; the one 
may pass quickly into the other without change in the size of the population 
and, before under-population or over-population could be corrected through 
induced changes in the rate of natural increase, the most productive size 
of population would itself have changed. When technology changes 
rapidly, when new materials are introduced and new uses found for old 
materials, and when the demand for exhaustible resources is high and rising, 
the distribution of useful natural resources changes continually, both in 
quantity and in variety, providing incentives for widespread movements of 
productive agents and goods, forcing a start on new adjustments before old 
ones are completed, now tending to reduce regional inequalities, now to make 
the rich regions richer and the poor poorer, at least comparatively. Thus 
the international economic order is never stable, which is equivalent to saying 
that there is always an incentive not only to trade, which would be as in- 
dispensable in stable as it is in changing conditions, but also to migration, 
which would be unnecessary if population were ideally distributed with 
reference to natural resources. Changes in the rate of natural increase of 
population play an important part in attempts at adjustment, but in the 
short run the scope for them is limited by the length of the period which 
elapses before human offspring reach maturity, and by the private relation- 
ships and non-economic habits, customs and ideals which surround wedlock. 
In the short run, and to a considerable extent in the long run also, adjust- 
ments between the distribution of population and that of natural resources 
must be made through economic more than through demographic means, 
and mainly through trade and the movement of productive agents. 

Thus we reach the crux of the population problem in the modern era. 
In the underdeveloped countries, where average incomes are low, the growth 
of international trade and of movements of productive agents is essential to 
an improvement in the conditions of life. The former often cannot be 
increased without the latter. Some of the countries possess fixed natural 
resources not yet fully exploited, which yield products greatly sought after 
by the rich industrial countries of the temperate zone, but they lack tech- 
nicians, skilled labour and loan funds. Here, the complementary productive 
agents are comparatively easy to attract. But at the other end of the scale 
there are countries of low income with dense populations but deficient in the 
fxed natural resources now in international demand. Here a remedy 
through trade and the movement of productive agents is extraordinarily 
difficult: there is not sufficient demand for unskilled emigrants, nor are 
there economic prospects of attracting substantial loan funds, technicians 
and highly skilled workers. Venezuela may be taken as an example of the 
first of these categories and Haiti of the second. The abundant agents of 
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production can be brought into play only through combination with a 
number of scarce agents, and it by no means follows that the latter can 
necessarily be drawn into any or every location where they are needed. The 
mere fact that they are scarce gives them wide choice of the place to which 
they will move, and in general they select only those which are most profitable, 
Many areas are calling them, but few are chosen. 

When complementary but scarce productive agents cannot be attracted 
to an area poorly endowed with fixed natural resources, there is an obvious 
case for emigration. In the nineteenth and early twentieth centuries this 
form of relief from population pressure was widely adopted. If oppor- 
tunities have now diminished through changing technology as much as 
through the growth and spread of population, they are still important, and 
but for political restrictions would be more so. But there are limits, though 
they are not precise nor definable in advance, to the volume and rate of 
migration, depending on transport costs and on the presence or simultaneous 
inflow of complementary productive agents. The recent sharp changes in 
mortality—largely through non-economic influences—tend to increase the 
supply of would-be emigrants at a faster rate than that at which they could 
be absorbed. Finally, just as some underdeveloped countries have greater 
attractions than others for scarce productive agents abroad, so also migrants 
from some of them are more sought after by, or have easier access to, the 
countries of immigration than migrants from others, whether through 
differences in transport costs, or kinship, or types of labour. 

Short-run over-population may be said to exist in a country poorly 
endowed with fixed natural resources per head of population, where the 
growth of population is running parallel with or ahead of the growth of 
production; where natural resources yielding products in demand abroad 
are shrinking or failing to expand; where the economic prospects of future 
development are not attracting skill and loan funds from abroad, the ad- 
vantages of low wages being offset by unfavourable geographical conditions; 
and where would-be emigrants are not in demand or cannot meet the costs 
of transport in sufficient numbers to affect the growth of population 
significantly. 

To some this analysis may appear to lean too far towards physical 
determinism; the optimist will argue that both domestic industry and 
exports can be expanded by initiative, inventiveness and ingenuity in finding 
new or expanding uses for existing resources, poor though they may be. 
Switzerland is often cited as a country possessing few natural resources, 
except scenery, and facing many natural obstacles, which, solely through 
human ingenuity and application, has attained one of the highest standards 
of living in the world. Without belittling Swiss achievements, it may be 
said that Switzerland enjoys remarkable economic advantages of geo- 
graphical position with reference to other countries of diverse natural 
resources and large populations. The particular types of efficiency and 
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ingenuity for which the Swiss are noted would not have been acquired, and 
the manufactures for which they are famed would not have developed, in a 
position far from the European countries which surround Switzerland. 

It may be admitted, however, that no precise limits can be set on the 
possibilities of compensating by human skill and diligence for a poor en- 
dowment of natural resources. The uniqueness of each human being and 
of each human society always leaves an opening for variable responses to 
similar external conditions. Some scope for ingenuity and ground for hope 
always remain even in the circumstances under consideration. Rarely, 
however, can new types of enterprise be established in such circumstances 
without preliminary movements of productive agents, bringing new skills 
into a poorly endowed country. Hypothetically it might appear that, if 
the costs of these preliminary steps can be met, there is no clearly definable 
barrier to the expansion of the trade of even the poorest areas. By im- 
porting small quantities of raw materials and fabricating them into finished 
products they might, on this view, escape from the limitations imposed by 
poverty in natural resources. The Swiss watchmaking industry may be 
cited as an example, but it points to the limitations as well as to the im- 
portance of this type of development. To produce high value in small bulk 
and weight, apart from the extractive industries, requires a high degree of 
human skill. In metal manufactures this mode of escape from poverty of 
natural resources is more likely to be practicable in industrial countries or in 
countries near them, where growing population, depletion of exhaustible 
natural resources and the rise of competitive industries abroad lead to a 
decline in the older staples of trade, than in the underdeveloped countries. 
In the latter the prospects are better in other than metallic manufactures. 
The simplest cases are those of craft skills used to produce products for 
export. Here the value per worker tends to be low and the market limited 
to higher-income groups abroad. If the industrial countries lowered their 
trade barriers, exports of cheaper articles in wider demand might be ex- 
panded. But so far, the rich industrial countries seem willing to give any 
form of help rather than that of opening their markets to articles fabricated 
by cheap labour. 

Thus the way of escape through these means is hard, and though the 
door is never closed on it, few areas can be relied on to find it, and fewer still 
to find it with their own resources alone. The prospects may be improved 
by organised efforts from outside to provide equipment and skills that would 
not be forthcoming through private commercial channels. Not only are 
such measures justifiable on grounds of humanity, even if they draw pro- 
ductive agents from areas where their contribution leads to greater returns 
—at least in the short run—but the uncertainty over the exact limits of 
human ingenuity in making the best of poor natural resources always leaves 
the possibility that returns in the longer run will exceed expectations and 
justify the venture on purely economic grounds. 
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The larger part of the external assistance to underdeveloped countries 
need not be justified on such grounds. From an economic point of view 
much of it can be justified on the ground that it makes possible that basic 
investment in the public economic sector which must precede development 
of the private sector but which does not attract private investors abroad, 
Technological and political changes have made this more important to-day 
than it was a few decades ago. Railways attracted investors abroad; 
roads do not. The spread of extreme nationalism has ruled out large-scale 
private developments, providing basic investment on the lines of the brilliant 
schemes of Lord Lovat in the Gezira and the northern Parana. 

To some of the underdeveloped areas relief may come from technical 
changes which will make new uses of old natural resources, as the develop- 
ment of aluminium and other light metals and the rising demand for them, 
especially in transport equipment, has done. In other areas, well endowed 
under present conditions with natural resources, technical changes are more 
feared than hoped for. The position of oil seems assured in the near future, 
but not necessarily in the long run. A shift from one source of power to 
another would in itself greatly change the comparative fortunes of the 
underdeveloped areas. 

Thus the conception of over-population which underlies the preceding 
analysis is no more than a short-run conception; whether or not, and how 
lon, the apparent over-population of some areas to-day will continue we 
cannot tell. Prediction over more than a brief period is speculation without 
roots, useful in the incidental side issues which it raises, useless as a guide to 
future action. The main task is that of improving or preventing a deteriora- 
tion in the channels of world trade and the distribution of productive agents, 
with a view to adjusting the distribution of population more closely to that of 
natural resources. Not all the inventive capacity and the ingenuity of Man 
can make him independent of place or render it a matter of indifference 
where he carries on his varied economic activities. In the study of popula- 
tion changes geography and economics are indissolubly bound together, and 
the usefulness of the Malthusian theory in the study of the underdeveloped 
areas is greatly diminished by Malthus’s failure to perceive fully the role of 
migration and trade in his own time, and to foresee its much greater role in 
the future, in determining the economic destiny of the peoples of any 
particular country. It was not a failure in logical analysis but a one-sided 
and oversimplified view of the mainsprings of human action with respect to 
production and reproduction, and an insufficient appreciation of the full 
economic significance of the immense variations of the earth’s surface, 
which led Malthus to overemphasise the domestic and neglect the inter- 
national aspects of the problem of population. Much of what he said on 
the former has considerable relevance to some at least of the underdeveloped 
areas, particularly that which concerns political institutions and individual 
freedom. But to-day the first condition for the successful economic develop- 
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ment of an underdeveloped area is that it shall find a place in the immensely 
complicated channels of world trade which will enable it to obtain the pro- 
ductive agents and equipment in which it is lacking and which are indis- 
ensable to its economic advance, and it is to this end that assistance from 
outside should be directed. On this the Malthusian theory has little to offer. 
Yet unless this condition is satisfied, not even the utmost demographic 
prudence can bring an underdeveloped country out of the economic 
doldrums. 
E. F. PENROSE 


The Johns Hopkins University. 











A GEOMETRICAL ANALYSIS OF THE FOREIGN 
TRADE MULTIPLIER? 





1. Tus note aims at presenting in a compact form a geometrical treat- 
ment of the Foreign Trade Multiplier, 7.e., of the analysis of the inter-relation 
between incomes and the balance of payments. It is assumed that there 
are only two countries, that all prices and interest rates are constant, and 
that all fluctuations in income in each country lie within the limits set by 
fullemployment. Thus only the effects on income of changes in investment 
and foreign trade are shown. In the figures below, all items of exports, 
imports, savings and investment in either country are shown on the y axis 
and measured vertically from 0; while the incomes of country | and country 
2 are represented on the x axis, and are measured right and left from 0 
respectively. O may represent either zero levels of savings, investment, 
etc., or some initial, consistent, set of non-zero levels. The latter method is 
adopted here as it makes the diagrams more compact.” 

2. In the right-hand quadrant in each figure are constructed lines 
showing the relations between country i’s income and its imports, (m,), and 
between its income and its imports plus net savings, (m, + 5,). In the 
left-hand quadrant similar lines are constructed for country 2. Now let 
OA represent an increase in autonomous investment in country 1. If the 
effects of 1’s imports from 2 upon 2’s incomes, and hence on 2’s imports, 
were neutralised, 1’s income Y, would expand until the whole of OA was 
** absorbed ”’ by imports or net savings (an excess of savings over induced 
investment) ; then net savings in country 1 would equal BC, and 1’s imports 
would equal CD. We can now consider the effects on country 2’s income of 
its exports to 1, assuming for the moment that country | in turn neutralises 

1 The author in indebted for comments and suggestions to Dr. W. M. Corden, who is not, 
however, responsible for the views expressed. 

For more general discussions of the concepts, the policy implications and the algebraic working 
of the Foreign Trade Multiplier the reader is referred to the many previous writers on the subject, 
especially F. Machlup, International Trade and the National Income Multiplier, Blakiston, Philadelphia, 
1943; J. E. Meade, ‘‘ National Income, National Expenditure and the Balance of Payments,” 
Economic JouRNAL, December 1948 and March 1949; and R. Robinson, ‘‘ A Graphical Analysis 
of the Foreign Trade Multiplier,” Economic JouRNAL, September 1953. Graphical Treatments 
have been given by H. G. Johnson, ‘‘ A Diagrammatic Analysis of Income Variations and the 
Balance of Payments,”’ Quarterly Journal of Economics, November 1953, and R. Robinson, op. cit. 
Both make use of the equilibrium method in multiplier theory, whereas the present note works via 
the iterative method, which appears to be superior in cases where it can be applied, as it enables 
the stability conditions to be included in the main body of the analysis, instead of being incorporated 
as an afterthought. Robinson’s diagrams differ from those of this note in showing 1, and 7, on the 
two axes (see text infra); in Johnson’s diagrams, though the axes are the same as those used below, 
the two halves of the figure are placed “‘ face to face” instead of “‘ back to back,” with resulting 
increase in complexity. 

2 It also makes the (m,), etc., curves (see below) pass through 0. It would not be suitable, d 
however, in cases where there was any doubt as to the sign of resulting changes in incomes, etc. 
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the effects of any increase in exports on its income, and hence on its imports 
from 2. Country 2’s exports of CD will cause Y, to rise until the whole of 
CD is absorbed by net savings EF plus imports FG. The effects of these 
extra exports on country 1’s incomes can in turn be found by drawing through 
D the lines (m, + s,)’ parallel to the part of (m, + s,) to the right of B, and 
(m,)’ parallel to the part of (m,) to the right of C; the resulting increase of 
net savings in country | will be B’C’, and the increase in imports C’D’, 
The same process can be repeated for country 2, by drawing through G the 
lines (m, + 5S,)’ parallel to the part of (m, + sg) left of E, and (m,)’ parallel 
to the part of (m,) left of F. 

3. In order to find the total income changes in both countries resulting 
from the original increase in autonomous investment OA, it is necessary to 
repeat the process described above indefinitely; in geometry as in algebra, 
however, it is not necessary to draw an infinite (convergent) series in order 
to sum it. It is intuitively obvious that, in the cases when the marginal 
propensities to import and to add to net savings are constant in both 
countries, 7.¢., where (m, + 5,), etc., are straight lines, the relation of the 
(n + 1)™ stage of the multiplier to the n™ must be the same as that of the 
2nd to the Ist. Thus in country | the addition to Y, at the next stage of 
the multiplier after D’ can be found by constructing on B’D’ a triangle 
similar to BDB’, and the end-result of an infinite repetition of this process 
can be found by joining B and B’ and producing to cut the x axis at D". 
The result for the total additions to Y, can similarly be found by joining FE 
and E’ and producing to cut the x axis at G’’. The total net savings gen- 
erated in country | as the result of the autonomous investment OA is then 
shown by B’C”, and the total imports by C’’D’”’, where B’’D”’ is the vertical 
through D’’. In country 2 there is no autonomous investment, all the 
stimulus to expansion coming from exports to country 1; accordingly, 
E"G" =C"D”, and the increase in 2’s exports is balanced by imports, 
G"F"’, plus net savings EF”. 

4. It is obvious from inspection of Fig. 1 that the results found in this 
way satisfy the necessary identity that the total net savings generated in the 
two countries combined equals the autonomous investment, for OA = 
BC + EF + BC’ + E’F’, etc. = B’C” + E”F”. Also country 1’s balance 
of trade will be equal to F’G”’ — C’’D”, and this must be negative if, as in 
Fig. 1, country 2’s net savings tend to increase with an increase in 1, 
The analysis can also be applied, however, in the cases where the existence 
of a “* propensity to invest ’’ larger than the ‘‘ propensity to save ’’ makes one 
country’s net savings propensity negative. Fig. 2 shows the case in which 
country | is “‘ unstable in isolation,”’ and (m, + s,) therefore lies below (m,). 
In this case country 1’s net saving is negative, and 1’s balance of payments 
worsens by E”’F”, i.e., by more than the autonomous investment 0A. 
Fig. 3 shows the case in which country 2 is “ unstable in isolation” and 
(mz + 5) therefore lies below (m,). In this case country 2’s net savings are 
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negative and country 1’s balance of payments improves in spite of the 
autonomous investment OA. In either case the multiplier process is 
stable for both countries taken together, i.e., 7, and Y, tend to finite limits 
when autonomous investment in country 1 increases by OA, if and only if, 
GF<OA; this corresponds to the algebraic condition that 


my Mo 
M+ 5; Mz + So 


If both countries are unstable in isolation this condition cannot be satisfied, 


since GF >DC>OA. 





<3. 


J. Brack 


Magdalen College, 
Oxford. 











NEW MEASURES OF THE GROWTH OF FIRMS 


For a note meant to be brief it will be useful to begin by stating what 
this note does not claim to be about. I am not dealing with the measure. 
ment of business concentration and competition nor with that of the growth 
of establishments or plants. Growth of establishments and of concentration 
obviously have some connection with the growth of firms, but they have 
different associated conditions and involve different problems and should, at 
the outset at least, be kept separate. This disclaimer might be thought 
unnecessary except for the fact that some writers have not only failed, as 
illustrated by the footnote below, to distinguish between different notions of 
what constitutes a firm but have even missed the elementary distinction 
between firm and plant. Recently a reviewer of my Logic of British and 
American Industry considered the organisation of my material “ confused” 
because “ three pieces of empirical evidence relating to the same subject” 
were given on three separate pages. But the subjects were not the same, 
As section headings printed in capitals should have made clear, one page 
related to the various possible measures of efficiency, another to the measur- 
able efficiency of various sizes of plants and the third to the measurable 
efficiency of various sizes of firms. 

To economists, more directly interested in degrees of competition and 
monopoly than in industrial location, the firm, the unit of control, is more 
important than the plant, the physical unit; and the concentration, i.¢., the 
relative sizes, of firms than their absolute sizes. The absolute size of a firm 
must, however, be established before its size relative to its whole industry 
can be computed. Moreover, the absolute size of a firm has a certain im- 
portance in its own right; notably to problems of management such a 
degree of delegation and co-ordination, and to the shape of the cost curve 
of management, U,Lor whatnot. Methods of measuring a firm’s (absolute) 
size should therefore be of some interest to economists, and this note proposes 
to report upon recent progress. 

The Census of Production classifies size of establishment by persons 
employed or value of output, but does not classify the sizes of firms. Based 
on 1935 Census data, however, Leak and Maizels, in their now famous 
article on ‘‘ Structure of British Industry”’ in the 1945 Statistical Journal, 
gave the proportion of total output and persons in every industry accounted 
for by its largest three business units. ‘‘ Business unit’ admits a parent com- 
pany together with any subsidiary companies in which it has more thana 
50% interest, and this may be accepted as standard practice, at least for 
Great Britain. Confusion can arise, however, since a firm might also be 
taken, less broadly, to be a single company in the legal sense; or, mort 
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broadly, to include subsidiaries in which the interest of the parent company 
was in practice sufficient for control, but was not as much as 50%. 

Neither persons employed nor value of output form an ideal index of 
size even for physical plants or “‘ establishments,”’ as I have pointed out else- 
where, and these indices are just as far from the ideal for measuring the 
sizes of firms, however firm is defined. It is not surprising when the older 
types of measure are neither ideal nor available that new measures have 
been attempted. ‘Till these measures are further considered, however, con- 
clusions drawn from them about current trends in the growth of firm sizes 
can be only tentative. 

The most interesting of these attempts is the use of the stock-exchange 
value of the shares and debentures of public companies at various dates to 
measure their size at any one time or their growth or decline from time to 
time. An article on “ The Analysis of Business Concentration,”? by Hart 
and Prais in Part 2 of the Statistical Journal for 1956, is an admirable example. 
This article bristles with interesting points, particularly the log-normal shape 
of the distribution of sizes in the years since 1885 and in separate industries, 
but in this brief note we must stick to the point whether the market valuations 
of its stocks and shares is a reliable index to a firm’s size and growth. One 
of the conclusions of Hart and Prais is that “for the period covering the 
Second World War the smaller companies seem to have had an exceptionally 
profitable record; their greater rate of growth has had the effect of lowering 
concentration between the years 1939 and 1950 that have been examined 
here.” 

It happens that as part of a report on Risk Capital,*? G. M. Lawrence and 
Ihad occasion to examine the varying success of the larger English public 
companies in the industrial and commercial and the brewery sections of the 
Stock Exchange Year Book (the sections Hart and Prais examined) between 
September 1936 and 1951. These two years were fairly comparable, since 
each showed peaks in stock-exchange prices rising about 13% over the 
average of the four neighbouring years. In addition to the dividends re- 
ceived on the original and on any bonus shares, we measured that success 
by two indices. One index was the book gain in net tangible assets, duly 
allowing for the consolidation of accounts that some companies had to 
carry out during this period, to conform with the provisions of the 1948 


1 American economists (¢.g., Rosenbluth, in Business Concentration and Price Policy, introduced by 
Stigler, Princeton University Press, 1955) are apt to write tout court of “‘ firms” when comparing 
degrees of concentration in British and American industries without troubling about exactly what 
it is that is concentrating. There may be differences in the two countries’ treatment of parent 
and subsidiary companies or, in modern jargon, of “‘ groups and their constituents ” in the various 
industries, the possibilities of which should at least be discussed. Neither country actually uses 
the word “‘ firm” in their official statistics on which these economists base their calculations. 
America uses ‘‘ producers,” Britain “‘ business unit.’ 

* Made possible by a grant under the Conditional Aid Scheme for the use of Counterpart 
Funds derived from the United States Economic Aid. 
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Companies Act.!. The other index was the gain on the Stock Exchange to 
an investor if, in 1951, he sold stocks and shares bought there in 1936, or given 
as a bonus subsequently. 

This second index is of similar type to the measure of growth used by 
Hart and Prais, and our application of the two measures to the same series 
of data provides an opportunity of testing how far they produce results that 
conform, and that confirm one another. The English industrial and com. 
mercial, and brewery companies we surveyed were all the very large and 
medium-large companies with over £3 million and £1-3 million issued 
capital in 1951, and a stratified sample of the smaller large companies with 
capital of £3-1 million. Market values were in 1951 (and 1936) consider. 
ably higher, of course, than the nominal issued capital. But these size 
grades based on issued capital, or at least the very large and the smaller 
grades, correspond roughly to the size grades based on market values which 
Hart and Prais were comparing when they wrote of the smaller companies 
having “an exceptionally profitable record” and a “greater rate of growth.” 

We were able to collate rates of growth for our sample of smaller, and for 
the very large companies, according to the two measures of growth: market 
values and assets. Curiously enough, the two measures pointed in different 
directions. In the market value of their Ordinary and Preference Shares 
and Debentures in 1936 and 1951 we found the smaller companies grew at 
about the same rate on average as the larger companies. Considering that 
their classification by size was only roughly similar to ours, this finding does 
not definitely contradict Hart and Prais’ conclusions. But measured by 
gain in assets, we found our larger companies grew very definitely more than 
our smaller companies: increasing 183% on average, as against 111%. 
The medium-sized companies occupied a middle position, with an increase 
in tangible assets of 132%. This difference in the results of the two measures 
was true of each of the various branches of industry except foods, where the 
smaller companies showed on average much the same, not a lower, account- 
ing gain than the very large companies. Moreover, if the eight branches of 
industry which we were able to distinguish were ranked according to the 
two measures of growth of their constituent firms, little correlation is shown 
between rank in asset growth and rank in market-value growth. If breweries 
are excluded there was, in fact, a slight negative correlation. 

This disconcerting contradiction during the period 1936-51 in the two 
measures of the growth of firms is probably not just a chance accident but 
a logical consequence of the basis of the stock-exchange valuations. The 
price of an Ordinary Share appears to depend more on the rate of dividends 
paid out on it, less on the assets accumulated. This statement can be 


1 By the device of calculating the change in assets in the years before, and the years after, the 
years of consolidation, totalling the two changes and averaging for the single intermediate year of 
consolidation. Since the total period was fifteen years, this average is one-fourteenth of the sum 
of the changes in the years before and after the year of consolidation. 
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supported from our own data on the large English public companies, and 
in American text-books is taken for granted. “It is a truism,” write 
Graham and Dodd, in their Security Analysis (1951, p. 431), ‘‘ that the average 
dividend paid by a common stock has a major influence on its average 
market price. . . . Pay-out policy . . . affects a common stock’s market price 
more than any other single item.”” When the Board of Directors of a 
company decide to pay dividend of say 15% instead of 12% on a share and 
to plough back less, they will be thereby setting aside less to assets in the 
form of reserves but pushing up the price of the share on the Stock Exchange. 

For 1948-51, when all company accounts had been consolidated, it is 
possible to show that, judged by the proportion of net earnings distributed 
to dividends, the very large companies were, on average, considerably less 
liberal than the medium and the medium than the smaller companies. 
The following table gives the size averages for the total of companies we 
analysed and also for the three branches of industry represented by the 
largest number of companies. 


Average Percentage of Net Earnings Distributed in Dividend 1948-51, by size of 
Companies + 




















All very large All medium-large | Sample of smaller 
companies. companies. large companies. 
Engineering ‘ ; . . 30-0 31-8 41-9 
Distributive trades ; ; . 37-9 47-7 54-0 
Textiles ; , : ; 27-0 27-4 38-5 
All branches “‘ industrial and com- 
mercial” and brewery companies 35-3 38-7 45-1 





1 In the three sizes, very large, medium and smaller large, engineering contains 21, 29 and 22, 
distributive trades 12, 19 and 26, textiles 12, 17 and 15 companies. When all eight branches are 
added the three sizes contained 100, 116 and 99 companies. 


The upward trend in dividend distribution in the smaller companies 
could also be traced in the motor and the food industries, but the trend was 
reversed in brewing. In paper and chemicals there were insufficient small 
companies to judge from, but the same upward trend in dividend distribu- 
tion as in the Table could be traced as between very large and medium- 
large companies. 

Tosumup. The increase in the market value of its stocks and shares can 
be a very unsatisfactory measure of growth of a firm. ‘To some extent, 
indeed, it measures the opposite of growth, namely the degree to which a 
company divests itself of assets by paying out dividends, rather than building 
up its resources. On the other hand, assets as a measure are unsatisfactory 
because they depend not on the outside, independent, valuation of a number 
of people in a market, but on the internal accounting practices of particular 
firms. A possible third measure of the size of firm, its profits, suffers from 
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being a flow which may fluctuate violently from year to year. ‘The profiy 
of several years would have to be added before a well-founded measuy 
emerges. The best solution to the difficulty in measuring the size of firms 
probably lies in presenting the results of both the methods discussed in this 
note, market values and net tangible assets,—with yearly profits thrown in, 
if enough years can be secured. 


P. SARGANT FLORENCE 
University of Birmingham. 

















THE FINANCIAL EXPERIENCE OF GIANT COMPANIES ! 


THE activities and financial experience of a relatively small number of 
large companies properly receive much comment and attention. Their 
share in the economy, their rate of capital expenditure, issues of securities, 
trends in profitability and the like are frequently discussed in the financial 
Press—where their influence on the capital market is of special importance— 
and in the writings of those economists who are especially concerned with 
“big business ’’ and long-term trends in the structure of industry. There 
is, perhaps, no shortage of scattered pieces of information on these giant 
companies, but hitherto it has not been brought together in a systematic 
form; discussion of these matters has consequently tended to be somewhat 
impressionistic. 

The National Institute of Economic and Social Research has recently 
published a series of tables of summarised company accounts, including a 
table relating to the largest hundred companies operating in the United 
Kingdom, which permits a more satisfactory assessment of the position and 
experience of these large companies. The present Note considers the 
implications of the latter table, taken in conjunction with other information, 
including that on national aggregates.° 


I. THe SELECTION OF THE LARGEST HUNDRED COMPANIES 


The combined accounts of the hundred largest companies are compared 
in Table I with those of other quoted companies, numbering approximately 
2,800, engaged in manufacturing and distribution in the United Kingdom. 
For convenience, these two sets of companies will be referred to as the Giants 
and the Rest respectively. The table relates to the five-year period 1948-53 
taken as a whole; for each set of companies it gives (in summary form) the 
appropriation account, the sources and uses of funds for capital purposes,‘ 
and the balance sheet at the end of the period. 

Precisely which companies are to be included in a list of Giants is not 
always an easy matter to decide; slightly differing lists may be compiled, 


1 This article could not have been prepared without the help of the team of people engaged on 
the inquiry into the finance of public companies at the National Institute: I am grateful to them 
all. Miss Susan Clarke has been especially helpful in connection with results reported in Section 
IV. Thanks are also due for assistance received under the Conditional Aid scheme for the use of 
United States counterpart funds. 

* Company Income and Finance, 1949-53. National Institute of Economic and Social Research : 
London (1956). 

* Numerical data in the present paper are condensed from the tables in Company Income and 
Finance, 1949-53. The methods of condensation are described in the Appendix below, but for 
detailed definitions reference should be made to the original publication. 

* This account deals only with cash and credit transactions, and excludes revaluations, etc., 
which normally form part of the year-to-year changes in balance-sheet items. See below, p. 254. 
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TasLe I 
Summary Accounts of Hundred Largest and of All Other 
Quoted Industrial Companies, 1948-53 
Five-year totals: £ million 
APPROPRIATION ACCOUNT 
| Hundred largest. Remaining 2,800 companies 
Gross trading income. ._. | 2,719 3,375 
Less depreciation : . “i — 419 — 485 
Less other provisions. , | — 54 <a 
Net trading income. ‘ . i 2,246 2,857 
Other income | 129 98 ( 
Less debenture interest (gross of tax) — 6l — 43 
Less tax payable . 2 ; —1,259 — 1,633 ' 
—_—_—- oe 1 
1,055 1,279 
Dividends (net of tax) . : : 338 458 ( 
Minority interests , . ; 47 23 
Balance retained in reserves . ; 670 798 ‘ 
| 1,055 1,279 | 
( 
CaprraL Account s 
F 
Hundred largest. Remaining 2,800 companies 3 
Sources and Sources and 
uses of funds pions ser uses of funds pitas ~ a 
in period. 7 in period. tae n 
Tangible fixed assets, om i 927 _ 906 — tl 
Less depreciation : : — 419 — — 485 ak F 
Tangible fixed assets, net. 508 1,655 421 1,668 dl 
Trade investments and intangibles . 40 278 30 234 tk 
Acquisition of subsidiaries. . 31 — 89 
Stocks and work-in-progress . ; 514 1,341 521 1,512 p 
Net trade credit extended . 91 175 119 200 
Less provisions (including tax and 01 
dividends due) ‘ : 3 — 120 — 422 — 93 — 458 el 
Liquid assets. : ; ; 152 588 193 803 
Less bank overdrafts. — 33 — 127 — 47 — 156 In 
Adjustments for consolidation, etc. — 50 _ — 70 _ al 
Net AssETs . F : . 1,133 3,488 1,163 3,803 
Represented by: af 
Debentures, etc. : " ; 188 407 87 249 tr 
Preference shares. , - 11 333 50 442 e 
Ordinary shares. 129 789 129 1,080 ye 
Reserves (capital and revenue) « 771 1,777 887 1,950 Gi 
Minority interests. ‘ 34 10 82 
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depending on the measure of size chosen and on the date at which the 
measure is taken. The criterion adopted here was the size of the company’s 
net assets at the beginning of the period (the beginning rather than the end, 
to avoid the error of jobbing backwards in looking at changes during the 
period; net assets rather than, say, profits because of the year-to-year varia- 
bility in the latter). ‘The book values of the assets have been accepted here 
despite their well-known limitations; but for the present purposes they may 
well be adequate. There is no reason to think that their general under- 
statement tends to favour unduly the inclusion of any particular group of 
companies. 

The first impression given by Table I is that of great similarity in the 
experience of the Giants and the Rest; this is the more striking, since the 
average Giant company had earnings (net of depreciation) of £4-7 million a 
year, whereas the average Rest company was less than a twentieth of that 
size, with earnings of £0-21 million a year. The net assets for the average 
companies, as shown in the balance sheets at the end of the period, were in 
avery similar ratio, at £34-9 million and £1-4 million respectively. It 
should be remembered that the range of variation in size within each of 
these groups is at least as great as that between them; hence, though the 
differences between the average ratios, etc., for the two groups may seem 
small, they may be taken as indicating that much larger variations would 
probably appear on a more refined grouping of the companies (that is, if the 
accounts of the Rest were divided into a number of sub-groups). 

How large are these companies in relation to the whole economy? The 
answer depends, of course, on how size is measured. The most accessible 
measure—and the one used here—is in terms of profits, since this is given in 
the published accounts of each company. But net output (as defined for 
the Census of Production), or even employment, probably corresponds more 
closely to most economists’ interests. It should, however, be noted } that 
the proportion of national profits earned by quoted companies exceeds their 
proportion of national output, and the figures given below are thus probably 
on the high side. The reason for the excess lies partly in a technical differ- 
ence in the treatment of overseas profits (which, in so far as they occur,? are 
included in the accounts examined here, but excluded from national figures), 
and partly in the greater capital intensity of the larger firms. 

From the data given in Table II (discussed in greater detail below) it 
appears that the Giants accounted for 28% of total (i.e., national) gross 
trading profits earned in manufacturing, building and distribution in the 
years 1949-53. The Rest earned a further 35%. The proportion for the 
Giants is surprisingly similar to the estimate given by Kaplan® for the 


? See Company Income and Finance, 1949-53, pp. 7-8. 

* Companies operating mainly overseas are entirely excluded from the Institute’s inquiry, so 
limiting the influence of this factor. 

* Kaplan, A. D. H. (1954). Big Enterprise in a Competitive System. Brookings Institution: 
Washington, p. 126. 
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United States in 1948: there, some 30% of the profits of industrial companies 
is earned by the hundred largest.} 


II. Prorirs AND FINANCIAL EXPERIENCE 


In comparing the appropriation accounts of the Giants and the Rest, 
three items deserve comment: (a) the proportion of income distributed in 
dividends and interest; (b) the proportion taken by taxation; and (c) the 
ratio of earnings to assets. 

(a) The Giants have a proportionately, as well as an absolutely, larger 
amount of Debentures outstanding; consequently, the proportion of income 
required to meet Debenture charges is greater, 2-6°%, for the Giants as 
against 1-5°% for the Rest. Both of these proportions, of course, may well 
seem low when compared with the pre-war average, which was in the region 
of 7°% (as may be seen from the estimates in the Blue Book). The rate of 
interest paid on Debentures, however, appears to have been very similar, 
at rates of 3-9% a year for the Giants and 4-1 % for the Rest.? 

Dividends, after grossing-up for tax at an average rate of 9s. 3d., amounted 
to £630 million for the Giants and £850 million for the Rest, forming 26-5 
and 28-8% of income? respectively. So that while the Giants pay a 
slightly Aigter proportion of their income in Debenture charges, they pay a 
slightly lower proportion as dividends. If dividends and Debenture interest 
are taken together the difference virtually disappears (especially if the 
uncertainty attaching to the division of minority interests into dividends and 
retentions is considered), the Giants distributing a total of 29-1°% compared 
with 30-3% for the Rest. Thus, the present statistics barely support the 
view that large companies are able to neglect the immediate demands of 
their shareholders in order to increase the funds available for expansion. 
But a division of the companies in the Rest into a number of sub-groups may 
well provide more support. 

(6) During this five-year period, profits earned by companies were 
subject to Income Tax, Profits Tax (with differing rates on the distributed 
and undistributed portions) and an Excess Profits Levy. The first two of 
these taxes amounted to a rate which may be put at 54-7%; this is based on 
an average dividend distribution of 28% of income (after Debenture interest), 
and results from taking a straight (unweighted) average of the rates in force 
during the various parts of the period. The third tax—E.P.L.—was 

1 As a proportion of national income (net of depreciation), the earnings of the hundred largest 
account for 4-0% in this country, whereas Kaplan quotes 3-3% for the United States. Depreciation 
allowances in the two countries are not so dissimilar as to invalidate this comparison, Studies by 
J. Rosenblueth, ‘‘ Measures of Concentration ” in Business Concentration and Price Policy (Princeton: 
National Bureau of Economic Research), also suggest that concentration is higher in this country 
than in the United States. 

? Calculated as Debenture interest divided by the average amount of Debentures outstanding. 

3 Before Debenture charges. 

* These rates, with the appropriate timing adjustments, are summarised in an earlier article on 
‘* The Measure of Income for Shareholders and for Taxation,” Acct. Res., 1955, Vol. 6, p. 200. 
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charged at a rate of 30% on “ excess ”’ profits, that is in excess of a certain 
standard; if distributed over all profits, it may be deduced } that this tax 
would have taken approximately an additional 2% of companies’ profits 
during these five years. The total average rate was therefore in the region 
of 564%. 

In fact, the accounts show that the Giants set aside 54-5 % of their income 
(taken net of depreciation and Debenture interest) to meet taxation charges, 
and the Rest set aside 56:2. The latter proportion barely differs from 
that calculated in the preceding paragraph, but the former requires a word 
of comment. As appears below, the Giant companies were expanding at 
agreater rate than the Rest; it would consequently be expected that E.P.L. 
would bear more heavily on them and so raise their effective rate of taxation. 
There is, however, an offsetting factor in the Initial Allowances for capital 
expenditure ; these reduce the tax payable by the faster-growing compan- 
ies, provided that the rise in profits is accompanied by increased capital 
expenditure. It appears therefore that for the Giants as a whole Initial 
Allowances have offset the higher E.P.L. charge, and the average rate of tax 
paid has been equivalent to that due to Income Tax and Profits Tax alone. 
All this, of course, does not contradict the fact that for particular companies 
the marginal rate of tax must have been very much higher when E.P.L. was 
eflective (in the region * of 83%) and may well have acted as a strong 
disincentive to an increase in profits. 

(c) In the absence of better valuations of fixed assets than those available 
in the accounts, any comparison of earnings and net assets is—unfortunately 
—bound to cast more light on valuation practices than on the relative 
earning capacities of the two sets of companies. In fact, it appears that the 
Giants earned less on the book value of their net assets than did the Rest: 
16-2% a year compared with 18-3% (calculated as the ratio of total income, 
net of depreciation, to average net assets; the latter is taken as the closing 
value less half the expansion during the period). 

It may therefore be suspected that the assets of the Rest were under- 
valued in relation to the Giants’. Whether this is so cannot be discovered 
from the accounts, but these provide some information on a related topic, 


1 From the estimates in the Inland Revenue reports of total assessments, and from the calcula- 
tion in ‘‘ The Measure of Income for Shareholders and for Taxation,” Joc. cit., p. 195, relating to 
The Economist’s sample of companies. 

* In calculating the E.P.L. charge, the allowances for increases in capital work in the same 
direction. 

* It may be noted that where an amount is carried to a “‘ tax equalisation reserve ” correspond- 
ing to the amount of the Initial Allowances, this has been treated in the Institute’s standardisation 
procedure as part of retentions and not as a tax charge. 

* At the rates effective in 1952-53, a (gross) dividend distribution at the rate of 30% would 
completely exhaust an extra £1 earned by a company if E.P.L. were effective; some 16s. 8d. would 
be paid as tax by the company, and 3s. 4d. would be paid as a dividend net of Income Tax. The 
latter part may, of course, still be subject to Surtax in the shareholders’ hands, and so reduce the 
return even further. 
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namely the extent of revaluations during this five-year period. This may 
be determined from the available aggregated accounts by comparing the 
changes in net assets as shown in the opening and closing balance sheets 
with the changes in assets as given in the statement of Sources and Uses of 
capital funds.!. The analysis is as follows ?: 


£ million 
Giants. Rest. 
Net assets in 1953 balance sheet ; : ; 3,488 3,803 
Less net assets in 1948 balance sheet . : ‘ 2,164 2,535 
/ Change in net assets including revaluations ‘ 1,324 1,268 
Less expenditure on net assets . : - 1,133 1,163 
Revaluation of net assets : : ; F 191 105 





The Giants have revalued to a greater extent than the Rest, both in 
relation to their ‘‘ genuine ’’ expansion during the period and in relation to 
their absolute size. Despite the general impression that revaluations have 
been substantial in recent years, it appears that, taking all companies 
together, revaluations in 1948-53 formed only 11% of the change in balance- 
sheet values, and only 4% of total net assets at the closing date (the general 
rise in prices has been of the order of 26% in the same period). It is, 
however, not possible to derive any firm general conclusion on the difference 
between the Giants and the Rest, since the above table is very much in- 
fluenced by the behaviour of a few companies; the omission of I.C.1.’s 
revaluation of £100 million, for example, would reduce the importance of 
revaluations for the Giants to that of the Rest. 

Turning now to an examination of investment and its financing, it will 
be seen from the lower half of Table I that the Giants are throughout 
' responsible for a proportionately greater part of capital expenditure; where- 
as, for example, in the Appropriation Account the total income of the Giants 
is equal to 79% of that of the Rest, the expansion of net assets shown in the 
Sources and Uses statement is no less than 97%. Indeed, if the estimates 
of depreciation given in the accounts are to be trusted,’ it appears that net 
expansion in tangible fixed assets is rather greater for the Giants, at £508 
million, than for the Rest, at £421 million. 

The composition of the increase in net assets for the two sets of companies 

1 The Sources and Uses statement, as explained in Company Income and Finance, 1949-53, is based 
in the first instance on such differences between opening and closing balance sheets, and then any 
changes due to revaluations, transfers between reserve funds, etc., are eliminated. 

2 It should be noted that this analysis includes revaluations both of existing and retained assets, and 
of assets that are sold, the latter being represented by the excess of receipts on sale over the book value 
of the asset. The excess of receipts over book values are of the order of £75 million for each set of 
companies. Note also that “‘ net assets” in this table include intangible, current and liquid assets 
in addition to tangible fixed assets. It appears on further analysis, however, that the revaluations 
of tangible fixed assets are almost equal in amount to the total shown here for net assets, since the 
adjustments to the values of other assets offset one another. 


* In fact, they must be treated with caution, since they are normally based on historical cost, 
and the age-structure of the assets may well be different for the two sets of companies. 
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is very similar. The main features may be noted briefly: expenditures on 
tangible fixed assets are the major item, while expenditures on intangible 
assets and trade investments were of minor importance; the increases in 
the value of stocks are the second largest item and equal to slightly more than 
half the gross expenditure on fixed assets. There was a considerable increase 
in the amount of trade credit extended (as measured by the excess of debtors 
over creditors), for both groups the amount more than doubled during the 
five-year period. 

The liquid assets (taken here as cash, tax-reserve certificates and market- 
able securities /ess bank overdrafts) show some interesting variations in 
consequence of the excessive liquidity of many companies after the War. It 
appears, first, that the Giants hold a smaller proportion of their net assets 
in liquid form; and, secondly, while holdings of liquid assets have increased 
absolutely, the proportion they bear to net assets has fallen during the period 
for both groups of companies. The precise figures are as follows: 


Proportion of Net Assets Held in Liquid Form 


1948, 1953. % 
Giants. .lwtiwt«‘(C!:té«id 13-2 
Bek, oot art ee 17-0 


Even at the levels of the end of the period, liquid assets may well seem 
unreasonably large to many readers. For the greater part they are no doubt 
held to meet immediate liabilities for taxes, dividends and interest, since for 
many companies these charges are payable on the morrow of the date of 
the accounts, or shortly thereafter. If these provisions are deducted, the 
following proportions of—so to speak—“ surplus ”’ liquid assets appear: 


Ratio of Surplus Liquid Assets to Net Assets 


1948, 1953. %, 
i ae 3-3 
ee PS UG ENE? 61 


The proportions are now much reduced but show essentially the same 
variations as the gross amounts in the preceding paragraph. It is interesting 
to note that the surplus liquid assets take almost entirely the form of market- 
able securities. 

How were the expenditures on capital equipment and other increases in 
assets financed? As far as internal finance is concerned, it has already been 
noted that the present figures for quoted companies differ substantially from 
the estimates in the Blue Book for all companies. Gross savings are here 
less than the increase in tangible assets and stocks, whereas the reverse 
appears in the Blue Book; the company sector is there shown as a net 
lender to the rest of the economy. Table I now shows that the deficiency # 

1 Company Income and Finance, 1949-53, p. 13. 


* The word is used without wishing to suggest that companies, in any sense, ought to finance 
expansion out of retentions. 
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in internal finance was especially marked for the Giants, where grog 
retentions ! were 84% of the increase in tangible fixed assets and stocks, as 
compared with 96% for the Rest (for the Blue Book companies the corre. 
sponding ratio is 124%). All this, of course, is apart from the financial 
requirements for other forms of working capital, which were by no means 
negligible. 
The finance supplied by the capital market amounted to a total ? of 
£328 million for the Giants and a rather smaller amount of £266 million for 
, the Rest. This includes all receipts from the issue of Shares, Debentures 
' and Notes, less any expenses of issue; most of these issues receive a quotation 
on a Stock Exchange, the principal exception being that a portion (about a 
sixth) of the Debentures, etc., are privately placed without subsequent 
: quotation. Since the total expansion in the assets of the two sets of com- 
panies is of the same order of magnitude, it may be said that the Giants 
raise both an absolutely and proportionately greater amount of capital on 
the new-issue market. 
Debentures and other long-term loans were clearly favoured by the 
Giants, though for both groups the rise in this item is remarkable. A small 
number of companies still issued Preference Shares, despite the tax dis- 
incentive, but these were almost entirely among the Rest; it is suspected 
that they were the rapidly growing companies which accepted finance in 
other forms as well. 


III. GRowTH IN THE SHARE OF THE GIANTS 


As has already been seen, the rate of expansion in the net assets of the 
hundred Giant companies appears to be greater than that of the smaller 
quoted companies. In this section these relative rates of growth are 
examined in greater detail. 

We may begin by comparing the rise in profits, during the years 1949-53, 
of the Giants with that of the Rest, and also with that of all (including 
unquoted) companies as shown in the National Income Blue Book. Table 
II shows the series of gross trading profits for these three sets of companies 
(depreciation has not been deducted here because of the differences between 
the concepts in the Blue Book and in published accounts). The strong 
variations in the prices of raw materials in this period have clearly affected 
accounting profits, which include stock appreciation; all the series show a 
peak in 1951, and this is exceeded by the 1953 figure only in the case of the 

1 Taken as the additions to reserves shown in the Sources and Uses statement (that is, including 
tax reserves) together with the amount shown as depreciation. 

* The amounts stated here are not quite precise. Part of the increase in minority interests may 
be due to share issues, and should therefore be added to the totals given in the text; on the other 
hand, the receipts from new issues include amounts which in fact represent the consideration for 
the acquisition of subsidiary companies, and such amounts are perhaps better netted off. Itis 


difficult to adjust for these items satisfactorily, but they are relatively small and unlikely to affect 
the conclusions drawn here. 
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Giants. As the Blue Book shows, the effects of stock appreciation have 
obscured what would otherwise be a smooth trend in the series; not too 
much significance should be attached to the figures for 1950 and 1951, which 
are much more strongly affected than the other years. 

The main conclusion to be drawn from this table is, however, clear 
enough. Taking an average over the five years, the (compound) rate of 
growth of the profits of the Giants is 121% a year; for the Rest it is 8-0%, 
while for the Blue Book series it is lower still at 6-8%. The larger companies 
have thus been growing more rapidly, and this appears to be true in com- 

isons both within the qucted sector and between the quoted sector and 
the total of all companies. 











Taste II 
Gross Trading Profits of Quoted and Other Companies, 1949-53 
£ million 
1949, 1950. 1951. 1952. 1953. | Average. 
1. Quoted : 
100 largest . : . 401 507 608 551 636 541 
Index . . , ° 100 126 152 137 158 _ 
2. Quoted : 
Rest . ‘ . ‘ 544 645 774 678 739 676 
Index. " . . 100 119 142 125 136 _— 
3, Allindustrial companies. 1,592 1,874 2,226 1,911 2,079 1,936 
Index . ; : . 100 118 140 120 131 _ 
4, Percentage of all profits 
earned by 100 largest . 25-2 27-1 27-2 28-8 30-7 27-9 























It is tempting to subtract the profits of the quoted sector from that shown 
for all companies in order to determine the rate of increase in the profits of 
non-quoted companies. It is worth noting that this procedure would not, 
however, be valid; for part of the expansion of the quoted sector is due to 
the acquisition of non-quoted companies, and the profits of the non-quoted 
companies when calculated by this “ subtraction method” would show a 
decline merely because these companies have left that category. If a 
correct impression is to be obtained of the rate of expansion of non-quoted 
companies in a given period (that is, corrected for any changes in the number 
of companies), then any leaving this category should be excluded through- 
out. This cannot be done with the present information,’ and the com- 
parison in the preceding paragraph has therefore had to be made with the 
Blue Book total. 

The difference between the trends of profits in the Giants and the Rest 
may be attributed to differences in three factors: (i) the effects of inflation ; 


1 The argument of this paragraph has, however, been applied throughout to the statistics 
given in this paper relating to the Giants and the Rest (see Appendix). Each of these categories 
isadjusted to consist of a theoretically constant set of companies; accordingly, any quoted company 
that is not a Giant at the beginning of the period, but has been acquired by a Giant at some date 
within the period, is omitted from the Rest throughout the period. 
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(ii) the extent and success of employment of new assets; and (iii) the degree 
to which old assets (that is, those already owned at the beginning of the 
period) are employed more efficiently. Now, if it can be assumed that 
inflation affected both groups of companies fairly equally, which seems 
reasonable, since their industrial distributions show no very marked differ. 
ences,! then it may be deduced—subject to the usual string of qualifications— 
that the Giants have been employing their resources more successfully. 

The argument is most easily conducted in absolute terms rather than in 
percentage changes as hitherto. First, the Giants show a greater rise in 
profits during the period (a rise of £235 million compared with £195 
million), though the level of their profits are lower throughout; hence the 
rise would still be greater after removing a fraction of the profits to allow for 
the effects of inflation. Secondly, the greater rise has been achieved even 
though the expansion in net assets during the period has been approximately 
the same for both sets of companies (£1,133 for the Giants, £1,163 for the 
Rest). Thirdly, the greater rise in profits has been achieved even though 
the base-year balance-sheet level of assets was lower for the Giants. It 
follows, therefore, that the greater rise in profits of the Giants must be 
attributed to the more successful employment of assets, whether old or new.* 

The argument cannot be taken much further with confidence because of 
the uncertainties attaching to certain of the figures. Thus, the balance- 
sheet values of the Rest’s assets, as suggested above (p. 253), are probably 
more heavily undervalued than those of the Giants. Again, the estimates of 
the amounts spent on the acquisition of subsidiary companies, as shown in 
the summarised accounts, are not entirely satisfactory. Companies are not 
obliged to reveal the extent of their acquisitions, and from the information 
available it is only possible to obtain a lower limit (that is, acquisitions are 
at least as great as stated in the summarised accounts). It is a lower limit, 
first, because the expenditure included under this head is only that incurred 
in the year in which the acquired company became a subsidiary (to take an 
artificial case, the amount shown may be as little as the 2% which turns a 
49%, interest into a 51% holding, though in practice it generally includes 
the greater part of the capital); and, secondly, because it is not possible to 
identify all acquisitions from the available information. 


1 See A Classified List of Large Companies Engaged in British Industry (London: National Institute 
of Economic and Social Research, 1956), p. 33, for industrial size distributions; the Giants havea 
rather greater weight in chemicals and tobacco, and a smaller weight in the food trades and distribu- 
tion. To invalidate the assumption that inflation affected both groups equally, it is necessary to 
suppose further that there is a significant correlation between the industrial distributions and the 
trends of prices. 

* Or to greater monopoly power, etc., which may, or may not, have been important. Strictly 
speaking, the only conclusion that can be drawn from the available figures is the negative one that 
the greater rise in profits is not due to the use of more assets, but is due to “‘ success ”’ in some other 
sense. Even this is subject to a further qualification: if developmental and scientific research is 
carried out mainly by the Giants to safeguard their long-run profitability, this should be added 
to their investment, though in fact it is generally written off immediately. 
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Since the profits of the Giants are expanding more rapidly, it follows that 
their share in the economy is growing. A simple comparison of the series 
given in Table II suggests a steady rise from 25% in 1949 to 31% in 1953. 
There is room for argument about the most appropriate series to use for 
national profits in this connection (because of the difficulties consequent 
upon nationalisation, the treatment of overseas profits, financial companies, 
etc.), but all the series that have been examined show essentially the same 
trend.? 

In measuring the share of the Giants, it is important to draw a distinction 
between two concepts. It is possible to choose either a constant set of 
companies once-for-all and to examine their profits, assets, etc.; or a 
changing set of companies which in each year consists of those companies 
which were largest in that year. Since we have been concerned hitherto 
with the characteristics of large companies, it has been necessary to base the 
statistics On a constant set of companies; but in measuring the trend in the 
share of the Giants it is more appropriate to use the second concept. A 
measure based on a constant list of Giants necessarily underestimates their 
importance, since as time proceeds the list becomes progressively out of 
date. 

The profits of another set of Giants have accordingly been compiled for 
1953, the last year of the present stage of the inquiry. This list consists of 
the hundred largest companies by net assets in that year ?; their profits 
came to £656 million, as compared with the £636 million for the Giants 
given in Table II. The difference between the two totals is obviously not 
great, since we are considering such a short period of time; even so, the 
proportion of national profits in the hands of the largest hundred companies 
israised by a further point. In these five years this ‘‘ concentration ratio ”’ 
has thus risen from 25 to 32%. 


IV. CHANGES IN THE COMPOSITION OF THE GIANTS 


The average rate of growth of the Giants, as has already been said, may 
be put at 12% a year, growth being measured in terms of profit. An 
examination of the individual companies shows that there are substantial 
variations in the rate of growth, despite the relative shortness of the time 
period considered; the most rapidly expanding company grew (in terms of 
net assets) at a compound rate of nearly 30% a year, and the slowest actually 
declined in size at 1% a year. These variations are considered in this 

1 Information has now come to hand, through the kindness of the Board of Trade, on the 
profits of our Giant companies in 1954 and 1955. These totalled £735 million and £815 million 
respectively. Using the provisional estimates of national profits in the 1956 Blue Book, it appears 
that the Giants have gained a further 1% of the total in these two years, accounting for 31-6% 
total profits in 1955. 

* The changes in the original list of Giants are noted in the Appendix. 

* Note that a decline in net assets will take place even if a company is ploughing back profits if 
these retentions are used to repay long-term debt. 














260 THE ECONOMIC JOURNAL [JUNE 


section; it may be noted that growth rates for individual companies haye 
been measured in terms of the expansion in net assets rather than profits, 
because of the greater volatility of the latter measure. 

The distribution of growth rates among the largest hundred companies 
is given in the following table, the standard deviation ? of the distribution 
being 6-1 percentage points: 





inten Kee.. .| <2 -5 | -10 | ~15 | >15 





Number of companies . .| 13 a | 3 | 2} un 








Because of the dispersion of the rates of growth, some change in the rank. 
ing of the Giants is to be expected over the period; in fact, between 1948 
and 1953 there was a “‘ turnover ”’ of a dozen companies among the largest 
hundred. That is, a dozen companies which were in 1948 below the 
hundredth in rank had risen above it by 1953, so displacing an equal 
number of Giants; this, of course, is just another way of looking at the 
difference between the constant and changing samples of companies discussed 
above. Most of the “ turnover” occurred among the smaller companies, 
both because they are already closer to the dividing line and because the 
difference in size between adjacent ranks is smaller at the lower end of the 
scale. 

Taste III 


Changes in Ranks of Giant Companies, 1948-53 










Rank in 











Rank 1948. 1-25. 26-50. 51-75. 76-100. | >100. 
in 1953. 
1- 25 21 3 1 Sed we 
26- 50 4 12 7 1 1 
51- 75 oe 8 7 8 2 
76-100 ~— 2 9 5 9 
>100 ame Jon l 11 a 




















These changes in rank are set out in summary form in Table III. It will 
be seen that—to take the extreme ranges—of the 25 largest companies in 1948, 
21 are still in top 25 ranks in 1953; but of those ranked 76-100 in 1948, only 
5 are in the same range of ranks, 9 having risen above the seventy-fifth rank, 
and 11 having fallen below the hundredth. 

Table III suggests, therefore, that the smaller companies have a more 
variable experience than the larger. It can be no more than a suggestion, 


1 All calculations reported in this section of the paper have been carried out on the rate of 
growth observed for the five-year period, though the results are quoted for convenience of under- 
standing as rates per annum. Because of the non-linear effect of compound interest, this does not 
amount to a mere change in the scale of measurement; the differences, should however, be fairly 
small. 
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since that table is based on ranks and not on quantitative changes in size. 
The suggestion is, however, confirmed by a further analysis carried out as 
follows. ‘The Giants were divided into two groups: those above rank 50, 
and those below it. The standard deviations of the rates of growth were 
calculated for each group and found to be 5-4 points for the larger companies, 
and 6-7 for the smaller companies. The former may be judged to be 
significantly smaller on the usual statistical test.1 

It appears therefore that the greater size of the top companies carries 
with it a smaller variability; this is probably a consequence of the wider 
range of their activities, a failure in one branch being offset by success in 
another. This, again, could account for their greater reliance on Debenture 
finance; for the higher gearing of the Ordinaries would be offset by a lower 
variability in financial experience, and the degree of risk attached to the 
Giants’ Ordinaries may consequently be no greater than that for the Rest’s 
Ordinaries. 

A final issue requiring examination is the relation between the rate of 
growth of a company and the industry in which it is engaged. The simplest 
way of examining this relation is to look at the very familiar names of the 
fastest- and slowest-growing Giants. Table IV sets out ten® of each, 


TasiLe IV 
Fast and Slow Growers among the Giant Companies, 1948-53 


(Percentage change in net assets per annum) 














Fast. Rate Slow. Rate. 
1, Albright & Wilson sperma) 29 Associated British Picture —1 
2. A. E. Reed (Paper) . : 26 Odeon Theatres ; 1 
3. Monsanto (Chemicals) 24 Kemsley Newspapers 0 
4, De Havilland (Aircraft) 24 Charrington (Brewery) . 0 
5. Hawker Siddeley. 24 Bovril (Food) ; 1 
6, English Electric : 24 M. Burton (Clothing) 1 
7, Babcock & Wilcox (Boilermakers) 24 Walker Cain (Brewery) . 1 
8. Rolls Royce ; 21 Barclay Perkins (Brewery) 1 
9. British Oxygen 20 Bass Radcliff (Brewery) . 1 
10. Steel Co. of Wales 20 Debenhams (Stores) 2 











together with their rates of growth. 


It will be seen that there is virtually no 





oerlap in the industries covered by the two groups; the closest in activities 
are the paper companies, Albert Reed and Kemsley—but the former is 
engaged in paper-making and the latter in publishing, which are really 


1 In terms of the five-year rate of expansion, the standard deviations were 33-7 and 48-9 points. 
Hence z = 0-37 and, on large-sample theory, its standard deviation is 0-14; significance is therefore 
tstablished close to the 1% level. 

* This seems to be in contrast with the findings in ‘‘ The Analysis of Business Concentration : 
A Statistical Approach,” by P. E. Hart and S. J. Prais, 7. R. Statist. Soc., 1956, A, Vol. 
119, p. 150, where it appears that all companies are subject to much the same degree of variability 
ingrowth. It may be, however, that the present finding is limited to the very large companies, 
and that the variability does not increase much further for smaller companies. 

* Chosen from a list which includes the dozen in the “ turnover.” 

No. 266.—voL. Lxvu. 
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different. The breweries account for four of the ten slow growers. The 
others are a group of middle-class department stores; Burton’s, who suffered 
from the Korean price fluctuations; the two cinema organisations, feeling 
the effects of competition from other forms of entertainment (private motor. 
ing is probably as important here as television) ; and, oddly enough, Bovril 
(affected by a variety of adverse factors, particularly in Australia and the 
Argentine). 

The fast-growing companies are in the well-known expanding industries: 
plastics, various branches of heavy engineering, especially electrical engin- 
eering, aircraft and vehicles. Perhaps the main point to be noted here is 
the very magnitude of the rates of growth of the net assets of these firms 
(generally more than paralleled by the rise in their profits) : a rate of growth 
of 25% a year leads to a trebling of size in five years, and would lead to an 
almost tenfold increase in a decade. 

But success or failure is, of course, not merely a matter of being in the 
right industry at the right time though—as has often been said—it is un- 
questionably of great help. I.C.I. and Unilever, both operating mainly in 
the expanding chemicals trades, and the largest industrial companies on our 
list, were expanding their assets at a rate in the region of 12% a year; this 
is above the average, but quite a way from the top of the class. Of course, 
the absolute amount of their expansion—about £100 million in the five years 
by each company—far exceeds that of any other concern. Again, B.S.A. 
(growth rate of only 3%), which one might have thought to be operating in 
a favourable environment, was on the list of the largest hundred in 1948 
(rank 86) but had been squeezed off by more progressive concerns in the 
course of the following five years. And, to take a contrary example, while 
breweries were generally dull, Whitbread was able to expand at some 8% 
a year. 


V. SUMMARY AND CONCLUSIONS 


The relation between the size of a company and its financial experience 
has been examined in this paper by contrasting the largest hundred com- 
panies with all other quoted companies. This is a relatively crude size- 
grouping and, undoubtedly, in certain of the analyses a finer grouping 
would have been an advantage; nevertheless, a number of conclusions may 
be drawn. 

(a) The accounts of the two sets of companies examined are remarkably 
similar; it is, perhaps, not going too far to say that the similarities are more 
impressive than the differences. 

(6) The large companies have been expanding more rapidly than the 
small; the profits of the former grew at a compound rate of 12% a year in 
the period 1949-53, and the latter at 8%. 


(c) In consequence of their more rapid rate of growth, the largest 
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hundred companies increased their share of national profits in this five-year 
riod from about 25 to about 32%. 

(d) The proportion of income ploughed-back is slightly greater for the 
larger companies; and they have financed a rather greater proportion of 
capital expenditure by new issues. 

(e) The composition of new issues differs between the two sets of com- 
panies: while Ordinaries are of about equal importance for both, the larger 
companies raise more in Debentures and Notes; Preference Shares, though 
generally unpopular, were issued almost entirely by the smaller companies. 

(f) The larger companies hold a smaller proportion of their net assets in 
liquid form. Liquidity, as measured by this proportion, has fallen during 
this period for both sets of companies. 

(g) The smaller companies appear to have a more variable experience 
than the larger companies; while this tendency can be detected by statistical 
tests, the difference in variability is perhaps not of great economic importance. 

(kh) The rate of expansion of a company is closely but not inflexibly 
related to the industry in which it operates; that is to say, while the fastest- 
growing companies are entirely in the expanding trades, and the slowest in 
the unprosperous trades, yet there are many other companies which—for 
management or other reasons—expand at an average rate and are only 
mildly influenced by the particular experience of their trade. 

S. J. Prats 
Cambridge. 


APPENDIX 
Notes on the Data 


Table I. This is based on the tables in Company Income and Finance, 1949-53, pp. 
22 and 66, relating to the largest hundred companies and to all quoted industrial 
companies. In order to derive the column relating to the Rest, the following 
series were subtracted from the “ linked series ” for all companies: (a) the largest 
hundred companies; (6) any quoted companies acquired by the largest hundred 
at some point within the period (see p. 257 above; these are automatically ex- 
cluded after acquisition, and have therefore to be subtracted for the years before 
acquisition: the profits of these companies are only 4% of the Rest’s); (c) the 
og . companies that were included in the original tabulations (see 

ty Pp. 5). 

For convenience of presentation a number of the smaller items have been 
grouped into a single total in this table. The following deserve explicit comment. 
(a) “ Net trade credit extended” is the excess of debtors over creditors. (4) 
“Provisions * in the capital account consist of provisions for tax and dividends 
due, together with any other provisions less any expenditures out of those pro- 
visions. (c) ‘‘ Reserves” include revenue, capital and tax reserves. The 
difference between the amount shown as retained in reserves in the Appropriation 
Account, and the amount shown as additions to reserves in the Sources and Uses 
statement is therefore due (principally) to the additions to tax reserves, and to 
the (generally small) adjustments to capital reserves resulting from items such as 
war-damage claims, or the setting up of pension funds. 
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A word may be in order here on two further items in the Capital Account: 
(i) ‘* acquisition of subsidiaries,” and (ii) “‘ adjustments for consolidations, etc,” 
These items occur only in the Sources and Uses statement, and there are no corre. 
sponding items in the balance sheet. They arise as follows. If a company pur. 
chases the shares of another company, so that it becomes a subsidiary, the 
expenditure on the shares is shown under (i); at the end of the year, however, 
the several assets and liabilities of the subsidiary are consolidated with the parent, 
and are therefore shown under the appropriate other headings in the balance sheet. 

In the process of preparing the figures, a certain amount of double-counting 
is unavoidable in such acquisitions, and a part of the expenditure in acquiring the 
subsidiary also appears in the expenditures on the several asset items. These 
portions are offset by an adjustment for consolidation which appears as the 
greater part of (ii). Further details are given in Company Income and Financ, 
1949-53 p. 5. 

Table II. The sum of the trading profits for the five years differs slightly 
from that given in Table I because of “ prior-year adjustments.” These cannot 
be allocated to the single years, but, since they relate largely to the five-year 
period, have been added to the trading profit in Table I. 

Row no. 3, relating to all industrial companies, is based on the Blue Book, 
1956, Tables 31 and 35. The figures given relate to gross profits in all manv- 
facturing, building and contracting, the distributive trades, and nationalised iron 
and steel. The last is included since iron and steel companies, whether national- 
ised or not, are included in the tabulations in Company Income and Finance, 1949-53. 

Table III. The names and ranks of the largest hundred companies in 1948 
are given in Company Income and Finance, 1949-53, p. 71, and for 1953 may be taken 
from A Classified List of Large Companies Engaged in British Industry (London: 
National Institute of Economic and Social Research, 1955), p. 9, provided any 
shipping and oil companies included there are neglected. The dozen companies 
that leave the 1948 list in the course of the period, referred to on p. 259 above are: 
Associated Newspapers, B.S.A., Barclay Perkins, Bleachers’ Association, Bovril, 
Bradford Dyers Association, Courage, Harrods, International Tea Company's 
Stores, Phillips (Godfrey), Ralli Brothers and Sears & Co. 

They are replaced in 1953 by: Albright & Wilson, Broadcast Relay Service, 
De Havilland Holdings, Dickinson (John) & Co., Lewis’s Investment Trust, 
Leyland Motors, Monsanto, Reed (Albert E.), Robinson (E. S. & A.), Rolls Royce, 
Ruston & Hornsby and Staveley Coal & Iron Co. 

















STABILISATION POLICY AND THE TIME-FORMS OF 
LAGGED RESPONSES! 


In an earlier article ? I used a number of dynamic process models to 
illustrate the operation of certain types of stabilisation policy. In setting up 
the models I assumed that each lagged response was of the particular time- 
form known as an exponential lag. I pointed out * that other time-forms 
would probably give better representations of the real responses in an 
economic system, but did not introduce these more realistic lag forms into 
the models owing to the difficulty of solving the high-order differential 
equations to which they would have led. 

Since then the National Physical Laboratory and Short Brothers and 
Harland, Ltd., have allowed me to use their electronic simulators, by means 
of which the time responses of quite complex systems with a variety of lag 
forms can be found very rapidly. In addition, I have become more 
familiar with the frequency-response method of analysis based on the 
Nyquist stability criterion. This is a graphical method which not only 
enables considerable information to be obtained about the dynamic pro- 
perties of a system without solving the differential equation of the system, 
but also gives valuable insight into the ways in which the dynamic properties 
would be altered if the relationships and lag forms in the system were modified 
or additional relationships included.*® 

A study, using frequency-response analysis and electronic simulators, of 
the properties of models in which the lags are given more realistic time-forms 
has shown that the problem of stabilisation is more complex than appeared 
to be the case when attention was confined to the simpler lag forms used in 

1 T wish the thank Professor R. G. D. Allen, Professor J. E. Meade, Professor Lionel Robbins and 
Mr. R. H. Tizard for helpful comments on an earlier draft of this paper. 

* “ Stabilisation Policy in a Closed Economy,” Economic JouRNAL, June 1954, pp. 290-323. 

? Ibid., p. 292. 

* I am indebted to the Director of the National Physical Laboratory and to Short Brothers and 
Harland, Ltd., for permission to use the simulators. At the National Physical Laboratory, where 
most of the work was carried out, Mr. D. V. Blake operated the simulator and gave invaluable help 
and advice. I benefited greatly from discussions with him and am most grateful to him for his 
willing co-operation. I also wish to thank Mr. E. Lloyd Thomas, Mr. R. J. A. Paul and Mr. 
P. A. R. Wright of Short Brothers and Harland, Ltd., for their assistance. The possibility of using 
electronic simulators for studying problems of economic regulation was suggested to me by Mr. R. H. 
Tizard. 

5 There is an extensive literature on the use of frequency-response methods in the analysis and 
synthesis of engineering systems. See, for example, H. M. James, N. B. Nichols and R. S. Phillips, 
Theory of Seroomechanisms (New York: McGraw-Hill Book Co., 1947) and G. S. Brown and D. P. 
Cambell, Principles of Seroomechanisms (New York: John Wiley and Sons, 1948). For a brief 
description of the methods with some applications to economic problems see A. Tustin, The Mech- 
anism of Economic Systems (London: William Heinemann, Ltd., 1954), especially Chapter III. See 
also R. G. D. Allen, ‘‘ The Engineers’ Approach to Economic Models,” Economica, May 1955, and 
R.G. D. Allen, Mathematical Economics (London: Macmillan and Co. Ltd., 1956), Chapters 8 and 9. 
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my earlier article. In this study a number of alternative models were first 
analysed by the frequency-response method, and the effects of variations in 
the lag forms and the values of the parameters on the stability of the models 
were investigated. Some of the models were then set up on the electronic 
simulators, disturbances were applied and the resulting time paths of the 
variables were found. In the present article two of the models which were 
studied are described and their dynamic properties illustrated by recordings 
from the electronic simulators. 


I. A MuttiptrerR MopEL wiTH ERROR CORRECTION 


The first model is shown diagrammatically in Fig. 1, which is similar to 
Fig. 10 of my earlier article ! except that the accelerator relationship has 
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been omitted. The lines in the diagram represent the variables of the 
system, measured as deviations from initial equilibrium values. Relation- 
ships between variables are indicated by the symbols in the squares, the 
arrows showing the causal direction of the relationships. The lower closed 
loop in the diagram represents a simple multiplier model. It is assumed 
that aggregate real income or production, P, responds to changes in aggre- 
gate real demand, E, through the lag relationship Lp. Changes in aggregate 
demand are analysed into three components, Ey, E, andu. Ey denotes those 
changes in demand which are related to changes in income through the 
« Op. cit., p. 306. 
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marginal propensity to spend 1-/. We shall give /, the “‘ marginal leakage ” 
from the circular flow of income, the value 0-25, so that the multiplier is 
40. E, is the policy demand, i.e., it is the amount by which aggregate 
demand is increased or decreased as a direct result of action taken by the 
regulating authorities for the purpose of stabilising the system. All changes 
in aggregate demand caused by changes in factors other than income and 
stabilisation policy are included in the variable u. 

The relationships shown at the top of the diagram represent an error- 
correction type of stabilisation policy. The actual level of production is 
subtracted from the desired level of production, P,;, giving the error in 
production,’ «. It is assumed that the regulating authorities are able to 
make continuous adjustments in the strength of the correcting action they 
take but that there is a distributed time lag, L,, between changes in the 
strength of the correcting action and the resulting changes in policy demand. 
The amount by which policy demand would be changed as a direct result 
of the policy measures if they operated without time lag will be called the 
potential policy demand, 7, the amount by which it is in fact changed as a 
direct result of policy measures is the actual policy demand £,,. 

The basic problem in stabilising production is to relate the actual policy 
demand to the error in production in such a way that errors caused by un- 
predicted disturbances are corrected as quickly and smoothly as possible.? 
For a given correction lag the problem reduces to that of finding the most 
suitable way of relating the potential policy demand to the error in produc- 
tion. In my earlier article * I argued that to obtain satisfactory regulation 
of a system it is usually necessary for the potential policy demand to be made 
the sum of three components, one component depending on the error itself, 
one depending on the time integral of the error and the third depending on 
the time derivative (or rate of change) ofthe error. That is, the relationship 


should be of the form 7 = fie +f, fedt + hin where f,, f; and f, are 


parameters which I called respectively the proportional, integral and deriva- 
tive correction factors. This relationship is represented by the three loops 
at the top of Fig. 1, the symbol / indicating integration with respect to time 
and D indicating differentiation with respect to time. 

We shall consider three different forms of the production lag Lp. These 
are illustrated by curves (a), (6) and (c) of Fig. 2, which show hypothetical 
time paths of the response of production to a unit step fall in demand occur- 
ting at time¢ = 0. With lag form (a) the rate of change of production at any 

1 The error is here defined to be Pz-P rather than P-P, as in my earlier article. In the literature 


on regulating systems the error in a variable is usually defined as the desired value minus the actual 
value. 

* If reliable and frequent measurements of aggregate demand were available the potential 
policy demand could also be related to the error in demand. This would permit a more rapid 
correction of errors in production caused by shifts in aggregate demand. 

* Op. cit., pp. 293-303. 
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time is proportional to the difference between demand and production at 
that time. We call this an exponential lag and define the time constant of 
the lag as the reciprocal of the factor of proportionality; for the response 
shown in curve (a) the time constant is 0-25 year. The exponential lag form 
is very convenient for mathematical treatment, but it implies a more rapid 
response in the early stages of an adjustment than is likely to be typical of 
economic behaviour. The time path of adjustment shown in curve (5) of 
Fig. 2 is probably more realistic. This time path is obtained if the lag is 
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equivalent to three shorter exponential lags operating in sequence, the time 
constants of the individual lags being 0-0833 year, so that the total time 
constant of the composite lag is again 0-25 year. This triple exponential 
form of lag is probably a fairly good representation of many economic 
relationships. In some cases, however, we should expect that there would 
be no response at all until some considerable time after a change had 
occurred, the time path of the adjustment being somewhat like that shown 
in curve (¢) of Fig. 2. We shall call an interval during which there is no 
response at all a time delay, to distinguish it from the exponential type of lag 
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in which a continuous gradual adjustment takes place. The adjustment 
path in curve (c) results from a lag which is equivalent to a sequence con- 
sisting of a time delay of 0-125 year and three exponential lags each with a 
time constant of 0-0417 year, the total time constant of the composite lag 
again being 0-25 year. 

The time forms which we shall use for the correction lag will be similar to 
those shown in Fig. 2, except that the time scale will be doubled. Thus lag 
form (a) for the correction lag will be a single exponential lag with a time 
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constant of 0-50 year, lag form (5) will be a sequence of three exponential 
lags, each with a time constant of 0-167 year, and lag form (c) will be a 
sequence consisting of a time delay of 0-25 year and three exponential lags, 
each with a time constant of 0-0833 year. 

Figs. 3, 4 and 5 reproduce recordings from the electronic simulators 
showing the response of production to a unit step change in the variable u 
applied negatively at time ¢ = 0, for different combinations of correction 
factors and lag forms. The responses shown in Fig. 3 are obtained when the 
proportional correction factor f, is 0-5, the integral correction factor f, is 
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0-5 and the derivative correction factor f,is zero. When both the production 
and the correction lags are of form (a) the response is that shown in curve 
(a).1 When the lags are changed to form (4), the rest of the system remain. 
ing the same, the response is that shown in curve (b). When the lags are of 
form (c) the response shown in curve (c) is obtained. In the case now being 
considered, with proportional and integral correction factors of 0-5, the 
** overshoot ”’ which occurs in the response when the lags are of form (5) or 
(c) can be eliminated by introducing a small amount of derivative correction, 
When the lags are of form (b) the overshoot is eliminated if the derivative 
correction factor is raised from zero to about 0-06; when they are of form 
(c) a derivative correction factor of about 0-09 is required to prevent over- 
shoot in the response. 

Curves (a), (6) and (c) of Fig. 4 show the responses obtained with lag 
forms (a), (6) and (c) respectively when both the proportional and the 
integral correction factors are 2-0 and the derivative correction factor is 0:5, 
With the higher values of the proportional and integral correction factors 
the system has become less stable, and even when the lags are of form (a) 
some derivative correction is needed to prevent an oscillatory response. 
When the lags are of form (4) the system is on the verge of instability. Nor 
can the response be improved by adjustment of the derivative correction 
factor. Any appreciable increase or decrease in its value makes the system 
completely unstable. When the corrective action has some effect fairly 
quickly, as is the case when the lags are of form (a), the use of derivative 
correction is a powerful method of reducing or eliminating fluctuations. 
But when the corrective action does not have much effect until some con- 
siderable time after it is applied, as is the case when the lags are of form (b) 
and still more when they are of form (c), derivative correction is less effective 
in reducing oscillations, and indeed if used excessively it will introduce an 
additional cycle of high frequency. When the proportional and integral 
correction factors are 2:0 and the lags are of form (c) the system is unstable 
for all values of the derivative correction factor. 

Curve (a) of Fig. 5 shows the response when both the proportional and 
integral correction factors are raised to 8-0 and the derivative correction 
factor is 1-0, the lags being of form (a).2, With lags of form (4) the response 
becomes that shown in curve (d). With lags of form (c) the system is so 
violently unstable that it proved impossible to obtain a satisfactory recording 
of the response given by the electronic simulator. Adjustment of the 
derivative correction factor again fails to stabilise the system in this case 
when the lags are of form (b) or (c). 

Figs. 3, 4 and 5 show that a comparatively small change in the time- 


1 This response was obtained mathematically in my earlier article and was shown as curve (5) 0 
Fig. 7, p. 300. 

* This response was also obtained mathematically in my earlier article and was shown as curve 
(e) of Fig. 7. 























1957] STABILISATION POLICY AND LAGGED RESPONSES 271 


forms of the lags may have a great effect on the stability of a closed-loop 
control system, especially if the values of the correction factors are high. It 
is in fact only in the simplest systems in which there are not more than two 
lags, each of single exponential form, that it is possible to give any value, no 
matter how large, to one correction factor and then to find values for the 
other correction factors such that the system is stable and non-oscillatory. 
Any system in which there is time delay or a sequence of more than two lags 
of single exponential form, or in which any lag is equivalent to a sequence 
which includes a time delay or more than two single exponential lags, as is 
the case with lags of form (4) or (c), will be stable and non-oscillatory only 
ifthe values of the correction factors are kept sufficiently low. This limita- 
tion of permissible values of the correction factors implies a corresponding 
limit to the speed with which it is possible to correct an error caused by a 
disturbance. 

It is not possible to make any completely general statement about the 
effect on the response of a closed-loop system of an alteration to one part of 
the system unless the remainder of the system is fully specified. It will, 
however, be found that except in very special cases which are most unlikely 
to occur in practice a reduction in the length of the correction lag brought 
about by a reduction in the time scale, the form of the lag remaining un- 
changed, increases the maximum values of the correction factors that can 
be used without causing instability, and so permits a more rapid correction 
oferrors. A similar effect is produced, again except in very special cases, 
if the form of the correction lag is altered from form (c) through form (4) to 
form (a). As can be seen from Fig. 2, this implies that the maximum values 
of the correction factors that can be used without causing instability are 
increased if the interval between the time when an error occurs and the time 
when the corrective action begins to take effect is reduced, even if the time 
required for the full effect of the corrective action to be obtained is simul- 
taneously increased. Thus it is important, both for obtaining rapid correc- 
tion and for avoiding instability, that the corrective action should be adjusted 
continuously and quickly to changes in the error and that it should have some 
initial effect quickly; whether its full effect is obtained quickly or slowly is 
comparatively unimportant.! 

We have seen from Fig. 3 that a cycle with a period of about three years 
occurs if the lags in our system are of form (b) or (c) and if the proportional 
and integral correction factors are 0-5 (which may perhaps be about the 
order of magnitude of these correction factors that can be attained in actual 
economic regulation) unless a small amount of derivative correction is also 
applied. Since the basic multiplier model which has been used so far is 


} Justification of the above statements would require an extensive use of the frequency-response 
method of analysis and cannot be given here. The reader who wishes to acquire sufficient familiar- 
ity with the method to convince himself of their truth will find the necessary material in the works 
cited in footnote 5, p. 265. 
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non-oscillatory, this may properly be called a control cycle. A mor 
adequate model of an economy might itself have cyclical properties, for 
example, inventory adjustments are likely to cause cycles with a period of 
three or four years. The question immediately arises whether the maximum 
values of the correction factors that can be used without causing instability 
are not further reduced when the system being controlled has oscillatory 
tendencies. This question is examined briefly in the next section. 


II. AN INVENTORY MopEL wiTrH ERROR CORRECTION 


A model with inventory adjustments is shown in Fig. 6. An “ inventory 
demand,” £y, is now distinguished as an additional component of aggregate 
demand, total demand for purposes other than inventory adjustment being 
Ey. Thus E= Ey + Ey and Ey = Ey + E, +u. We assume that any 
excess of the “‘ non-inventory demand ”’ Ey over aggregate production Pis 
met by drawing on inventories, and any excess of production over non- 
inventory demand is added to inventories. Then the rate of change of 


inventories, e. is equal to P — Ey. Integration of i with respect to time 


gives total inventories, V. Some part of the total inventories will be locked 
up in work in progress and essential stocks closely related to the level of 
production. These ‘‘ minimum working inventories,’ which we shall call 
V,, are assumed to be a constant proportion, w, of production. We shall 
give w the value 0-2, 7.e., we shall assume that minimum working inventories 
are equal to one-fifth of a year’s production. Inventories held in excess of 
minimum working inventories will be called V,, so that V, = V — J, 
From precautionary and speculative motives businesses will wish to hold 
some inventories in excess of minimum working inventories, but the amount 
they wish to hold, which we shall call V,, or the desired value of V,, will not 
always be equal to the amount they are holding. In this simplified model 
we shall assume that V,, is a lagged function of non-inventory demand and 
we shall give the magnitude of this dependence, s, the value 0-125 and assume 
that the lag, L,, is of form (4) with a time constant of 0-75 year. (In fact, 
of course, V,, will also be influenced by other factors, in particular by 
interest rates and expected rates of change of prices.) Subtracting V, from 
V,, gives the “ error in inventories,” ey. We shall assume that the inventory 
demand, Ey, is a constant proportion, 2, of the error in inventories and shall 
give v the value 2-0. 

The only other change from the model shown in Fig. 1 is the addition 
of the demand lag, Lp, which, because of the fairly rapid adjustment of 
expenditure by wage-earners when their incomes change, we shall assume 

1 It will be noticed that the distinction made here between V, and V, corresponds closely to the 
distinction between working capital and liquid capital made by Keynes in Chapters 28 and 29 of 
the Treatise on Money. It is also analagous to his later distinction between M, and M, in monetary 
theory. 
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to be of form (a) with a time constant of 0-125 year. We shall, however, 
give the marginal leakage, /, the value 0-4 instead of its previous value 0-25, 
This reduces the multiplier from 4-0 to 2:5, which is probably a more 
realistic value, and makes the system more stable. We assume a correction 
lag of form (c) with a total time constant of 0-5 year and a production lag of 
form (5) with a total time constant of 0-25 year. 

When all three correction factors are zero the response of production to 
a unit step change in the variable u, applied negatively at time ¢ = 0, is 
the damped inventory cycle shown in curve (a) of Fig. 7. If derivative 
correction only is applied the equilibrium position of the system is unchanged, 
so the error in production persists. With low values of the derivative 
correction factor the fluctuations in the response are reduced, but with 
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higher values another cycle appears with a period of just over one year, and 
it the derivative correction factor is raised above 0-38 this cycle becomes 
explosive. Curve (5) of Fig. 7 shows the response when the derivative 
correction factor is 0-25. 

If proportional correction only is applied, the fluctuations in the response 
are slightly reduced when the value of the proportional correction factor is 
very low, but ifit is raised above 0-1 the fluctuations become worse again and 
the system becomes unstable when the proportional correction factor is 
raised above about 0-28. If any integral correction at all is applied alone 
the amplitudes of the fluctuations increase and the system becomes unstable 
if the integral correction factor is raised above about 0-08. Similarly, 
any combination of proportional and integral correction without the addition 
of derivative correction reduces the stability of the system and increases the 
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magnitudes of the fluctuations unless the two correction factors have ex- 
tremely low values, while if the values are extremely low the improvement 
in the response is negligible. 

Even if derivative correction is included in the stabilisation policy, the 
speed with which an error can be corrected is rather limited. About the 
best response that can be obtained is that shown in curve (c) of Fig. 7. This 
response results when f, = 0-3, f; = 0-4 and f, = 0-2. Higher values of 
the correction factors worsen the response by reducing the stability of the 
system. If the correction lag is changed from form (c) to form (6), the time 
constant remaining at 0-5 years, the correction factors can be increased a 
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little. ‘The best response is then that shown in curve (d) of Fig. 7, the 
correction factors being f, = 0-4, f, = 0-5 and f, = 0-3. 

If the correction lag is of form (4) with a total time constant of 0-25 year 
the best response is obtained when f, = 0-9, f, = 0-9 and f, = 0-25. It is 
shown as curve (bd) of Fig. 8. It is of interest to note that even with this 
correction lag the stabilisation policy is not satisfactory unless it includes an 
element of derivative correction. If f, = 0 about the best response that can 
be obtained is that shown in curve (a) of Fig. 8, the proportional and integral 
correction factors being 0-4 and 0-1 respectively. With either higher or 
lower values of f, and f; the fluctuations are of greater amplitude. 


III. Conc.usions 


Because of the simplified nature of the models considered in this paper 
the results that have been obtained cannot be applied directly to the inter- 
pretation of actual economic situations. Indeed, one of the first lessons one 
learns from studying a variety of hypothetical models is that the problem 
of economic stabilisation is, even in principle, an extremely intricate one, 
and that a much more thorough investigation of both theoretical principles 
and empirical relationships would be needed before detailed policy recom- 
mendations could be justified. A few very elementary conclusions can, 
however, be drawn with some confidence. 
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The first is that the regulation of a system can be improved if the lengths 
of the time delays operating around the main control loop are reduced, 
The distinction between delays and lags should here be noticed. What is of 
primary importance is that the correcting action should be adjusted con. 
tinuously and with the minimum possible delay to changes in the error and 
that the adjustments should quickly produce some initial effect. It doe 
not matter very much if it takes a long time for the policy changes to have 
their full effect. In fact, it can be shown that if there is a long delay before 
corrective action is taken or before it begins to have an appreciable effect 
it is better that the effect, when it does come, should be gradual rather than 
sudden. The worst possible condition for regulating purposes is one in 
which the adjustment of policy demand to a change in the error is delayed 
for a considerable time and then effected quickly and abruptly. 

A second conclusion is that it is usually necessary to include an element of 
derivative correction in a stabilisation policy if regulation is to be satis. 
factory. In other words, the potential policy demand should be made to 
depend not only on the magnitude of the current error and on the sum of the 
past errors, but also on the rate of change of the error, or when observations 
are at discrete intervals on the difference between the last two observed 
values of the error. The longer the time delays in the responses around the 
main control loop, the less effective is derivative correction in reducing 
fluctuations. Nevertheless, the longer the delays, the more desirable it is 
that some derivative correction be used, since the delays reduce the stability 
of the system and so make it more important that whatever stabilising effect 
can still be obtained by derivative correction should not be foregone. 

A third conclusion is that if the lags in the real economic system are at all 
similar to those we have used in the models it is unlikely that the period 
needed to restore any desired equilibrium conditions after an economy has 
experienced a severe disturbance could be much less than two years, even 
assuming that the regulating authorities use the policy which is most appro- 
priate to the real system of relationships existing in the economy. As these 
relationships are not known quantitively, it is unlikely that the policy 
applied will be the most appropriate one, it may well cause cyclical fluctua 
tions rather than eliminate them. 

It is true that many relationships inherent in the real economic system 
have been omitted from our models and that some of the omitted relation- 
ships seem intuitively to be of a stabilising type. But intuitions about 
dynamic processes may be dangerously misleading and need to be carefully 
tested. Most of the inherent relationships which at first sight would seem 


1 The quantity to which integral correction is related is the integral, or sum, of all past errors. 
In practice a good approximation to integral correction would be obtained if the integral component 
of potential policy demand was made to depend on the sum of the errors over the past four or five 
years or on a weighted sum of these errors, the earlier errors being given less weight than the later 
one. 
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to have stabilising effects can be expressed in forms similar to the policy 
relationships in the models we have been using. If the lengths and forms 
of the time lags of these inherent relationships are also similar to those which 
we have assumed for the correction lag the effects of the inherent relation- 
ships will be similar to the effects of the policy relationships which we have 
already considered. The existence of inherent relationships which appear 
intuitively to be of a stabilising type may therefore reduce the amount of 
correction that needs to be applied deliberately by regulating authorities 
(particularly the proportional and integral elements of correction; it is 
difficult to think of any inherent relationship which is equivalent to the 
derivative element of a correction policy), but will not reduce the time 
required to restore equilibrium after a disturbance unless these relationships 
operate with shorter time lags and delays than we have been assuming. Nor 
do the additional inherent relationships make it more likely that cyclical 
fluctuations will be avoided. In fact, they make it less likely, since it 
becomes very difficult to judge what quantitative values should be given to 
the deliberate policy relationships when the system already contains numer- 
ous inherent relationships whose magnitudes and speeds of operation are 
unknown. 

The main conclusion that must be drawn from this investigation is that 
much more research is needed in the general field of economic regulation. 
To throw light on the practical problems involved in regulating complex 
economic systems it is necessary to study the properties of more realistic 
models in which non-linear relationships, growth trends, multiple objectives 
and multiple disturbances are incorporated. The means for carrying out 
such studies are now becoming available and should be fully exploited. It 
is equally important that improved methods should be developed for 
estimating quantitatively the magnitudes and time-forms of economic 
relationships in order that the range of permissible hypothesis may be 
restricted more closely than is at present possible. 

A. W. PHILLIPs 
London School of Economics. 


No, 266,—voL. LXxvu. 














A REHABILITATION OF ‘“ CLASSICAL” ECONOMICS? 


Ir is a strange thing that twenty years after the publication of the 
General Theory, doubt should still persist, even among careful thinkers, about 
the exact nature of the innovations which led Keynes to different results from 
those which had generally been accepted by his predecessors. Some of the 
innovations of the General Theory are innovations of method, which opened 
the way to new results, or provide better ways of reaching old results ; with 
these I am not here concerned. But there are important cases in which 
Keynes’ predecessors said one thing, and Keynes said exactly the opposite; 
where Keynes maintains that something is true which earlier economists, 
who had spoken with authority in their own time, had stated quite definitely 
to be false. What is the basic reason (or reasons) for this turnabout? 

It seems to me that it is the principal contribution of Professor Patinkin’s 
recent book } that it does throw some light upon this question. Not quite 
intentionally, perhaps; for he is not writing to elucidate the “‘ Keynesian 
Revolution,”’ but to deny that it is a revolution at all. The theory which 
Patinkin sets out, though it owes much to Keynes, is not Keynesian; it is 
a modernised version of the theory which Keynes called “ classical.” It 
retains (and is shown to retain) complete continuity with the doctrines that 
were taught by leading economists in the two hundred years before 1936. 
But it is so carefully and elaborately set out, in such a variety of forms that 
are shown to be equivalent, that the inessentials fade away, and the crucial 
points on which the difference remains stand out sharply. When it comes 
to these crucial points, I should myself take the other line from his; but 
Patinkin has helped me to understand just why I differ from him. I cannot 
agree that he has “integrated monetary and value theory’; but he has 
performed an extremely useful control experiment. 

Since I take this view about the book, I find myself as reviewer in a 
somewhat awkward position; the main things I have learned from it are not 
what the author meant to teach me. I see in consequence no alternative 
but to write a rather unorthodox review. I shall be obliged to depart, to 
some considerable extent, from the text before me, in order to explain the 
point of view which I have been led to take up on the matters with which 
the book is concerned. 


I 


The crucial point, as I now feel quite clear, on which the individuality 
of the Keynes theory depends, is the implication that there are conditions in 
which the price-mechanism will not “‘ work ”—more specifically, that there 


1 D. Patinkin, Money, Interest and Prices : an Integration of Monetary and Value Theory (Evanston, 
Illinois: Row Peterson, 1956. Pp. 510. $7.00). 
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are conditions in which the interest-mechanism will not work. The special 
form in which this appears in the General Theory is the doctrine of the floor 
to the rate of interest—the “liquidity trap”’ as Sir Dennis Robertson has 
called it. But there are other possible ways in which interest may not work, 
which we shall be considering later. It is very probable that Keynes did not 
see this clearly at the time when he was writing; ! he was still in two minds 
whether he believed in curing unemployment by monetary expansion, or 
whether he had come to hold that mere monetary stimulus was liable to be 
ineffective if it was not backed up by more direct methods. On the practi- 
cal level he was still trying to keep a foot in both camps. But on the theor- 
etical level he was already committed by the logic of his system (it is this 
which I think is proved by Professor Patinkin’s experiment) to the second of 
these alternatives. 

In a world where the interest-mechanism can always operate—where the 
rate of interest is flexible, and sufficiently flexible, in either direction, for its 
movements to have a significant effect on (saving or) investment—the 
Keynes theory is true and the “ classical”? theory is true; they lead to the 
same results. ‘Though the paths of analysis are different, the end-results, 
achieved when all the same things have been taken into account, are the 
same. And either analysis can be put into a general-equilibrium form in 
which it is directly apparent that they come to the same thing. 

Thus, for instance, Keynes would argue that an increase in the propen- 
sity to save (money wages being fixed) would diminish employment directly ; 
but he would then qualify this statement by an admission that the diminished 
demand for transactions balances would lower the rate of interest (if interest 
is flexible), and that this would have a secondary effect increasing invest- 
ment and hence employment—but to something less than its former level. 
A properly equipped “‘ classic ’’ would get to the same result by a different 
route. He would argue that the increase in saving would directly reduce the 
rate of interest, so that employment would increase in the investment-goods 
trades as it diminished in the consumption-goods trades; but he could (or 
should) go on to admit that the increase in saving would carry with it a 
diminution in the velocity of circulation (some of the saving would be 
hoarded), so that, with an inelastic monetary system, and the fixed money 
wages that are being assumed, there would still be a net decline in employ- 
ment. A general-equilibrium theorist would show the saving operating on 
interest and employment simultaneously. One can put the systems through 
their paces in many such ways, and—so long as the interest mechanism 
functions—one must come in the end to the same result by each method. 

Instead of checking over, in the above manner, all the manifold cases 
which require consideration, it will be more revealing to proceed diagram- 
matically. And here, instead of making a selection among Patinkin’s 
cornucopia of diagrams, I may be allowed to use the apparatus to which I 
1 General Theory, pp. 201-4; Patinkin, p. 245. 
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am accustomed myself. So long as money wage-rates are given, it is possible, 
as I showed many years ago, to express the essence of the Keynes theory on 
a single diagram. One measures Income (Keynes’ 1) along one axis, and 
interest (r) along the other; one then draws an SJ curve (based on the 
Marginal Efficiency of Capital schedule and the Consumption Function) 
connecting those levels of Income at which Saving equals Investment, at 
various rates of interest. Granted that Investment rises as r falls, and 7 
rises as Investment rises, this must be a downward-sloping curve. We then 
confront this curve with a LL curve showing the rate of interest at which the 
demand for money will equal a given supply of money, at each given Income 
(Y). Granted that the demand for money increases with Y, and diminishes 
with r (as Keynes maintains, and Patinkin does not object), this ZZ curve 
will be upward sloping. Equilibrium (which can easily be shown to bea 
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stable equilibrium) is established at the point where these two curves 
intersect. 

As this diagram was originally drawn, it laid excessive weight on the 
assumption of fixed money wages; even for the elucidation of Keynes, it 
paid insufficient attention to the possibility of Full Employment. For 
present purposes, it is essential that that gap should be filled. Suppose that 
(still assuming our given level of money wages) Full Employment is reached 
at an income OV. (Refinements about heterogeneity of labour supply, and 
such like, need not concern us here.) Further expansion beyond ON must 
be purely monetary in character, so that in money terms the S/ curve must 
be horizontal beyond the point FE. But it is more satisfactory (Keynes 
would no doubt agree) to work from this stage onwards in real terms, so that 
Y is reckoned in wage-units. On this convention (adopted in Fig. 1) the SI 
curve will be unaffected until the Full Employment level is reached, but it 
will then be cut short at the point FE. Any attempt to move beyond FE 


1 “ Mr. Keynes and the Classics,”” Econometrica, 1937. See also my Contribution to the Theory of 
the Trade Cycle, Ch. XI. 
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will induce a merely inflationary expansion that is not represented on the 
diagram, but of which the arrow that is shown serves as a reminder. 

The decision to work in wage-units has no more than this limited effect 
on the SJ curve; but its effect on the LZ curve is more serious. When the 
price- and wage-level changes the LL curve will stay put only if the quantity 
of money remains unaltered in terms of wage-units; but there is in general no 
reason why it should doso. Ifthe supply of money is fixed in money terms, 
then (when wages rise) the supply in terms of wage-units contracts, so that 
the LL curve moves to the left.1_ Thus, so long as the supply of money is 
restrained from expanding (in money terms), wage-inflation must bring its 
owncure. If, initially, the LL curve lies to the right of the FE point, the 
inflation itself will bring it back. (There does, of course, remain the danger 
that the inflation will have acquired such momentum that the FE point is 
overshot before the leftward movement ceases—but that is not a matter 
which concerns us here.) Equilibrium will always be reached, if the supply 
of money is kept under control, at FE or on the downward-sloping part of the 
SI curve. 

What I want now to emphasise is that the construction so far reached, 
though it has been expressed in a manner which has a Keynesian tendency, 
sill contains nothing whatever that is inconsistent with “ classical ” theory. 
The only way in which it differs from what was taught by “ classical ” 
economists, from Hume to Marshall and Pigou, is in the assumption that it 
makes about the behaviour of wages—that they can flex upwards but not 
downwards; but this is a special assumption that can be incorporated into 
any theory. Certainly the economists of the past cannot be criticised for 
not making it, for in their time it would, quite clearly, not have been true. 
This is not a matter on which there can be any theoretical contradiction; it 
isthe kind of change in the exposition of theory which we ought to be making, 
all the time, in response to changing facts. 

If it was desired to apply the above construction to a world in which 
wages could flex in both directions, no major change would have to be made. 
It would only be necessary to introduce a “ Full Unemployment ”’ point 
FU, beyond which wages would fall, just as they rise beyond the Full Em- 
ployment point FE. Beyond FU the curve would be cut off, just as it is cut 
fat FE. If, initially, the LL curve lay to the left of FU, there would be a 
fall in prices and wages; but this would increase the quantity of money in 
terms of wage-units, so that the LZ curve would move to the right. Provided 
that the shape of the LL curve is as I have drawn it (Fig. 2), equilibrium must 
berestored on the sloping part of the SJ curve—at FU or at FE or somewhere 
between them. 


' This (substantially) is the ‘‘ real-balance effect ” of which Patinkin makes so much. I see 
no reason at all for supposing that it is not (implicitly) included in the Keynes theory. There 
may, it is true, be a certain “‘ real balance effect ” before wages rise, if prices rise ahead of wages; 
but that is incorporated in the LL curve itself. 
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The theory which is illustrated in Fig. 2 is, I believe, one form of “ classi. 
cal”? theory; one can recognise it in Hume? and Thornton,? and it is q 
part of the theory which is being put forward by Professor Patinkin himself. 
But it is not the whole of the classical theory on this matter, for there is an 
important respect in which it is unsatisfactory. It pays insufficient attention 
to the element of time. 

It assumes (justly, for the circumstances with which it had to deal) that 
wages can flex in both directions; but it does at the same time permit a 
certain rigidity. Over a certain range, wages are rigid. But though it is 
true that in a free market for labour, wages do possess a certain rigidity, that 
rigidity is not merely a matter of the intensity of the demand; it is also a 
matter of the time for which it lasts. If FE is taken to be the point at which 
wages will rise at once, when that intensity of demand is reached (and 
similarly for FU), it would be nonsense not to suppose that the two points 
would be quite far apart; but if they are understood as the points at which 
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wages will move if demand is maintained at such a position for some con- 
siderable time, then (it would be reasonable to suppose) they might be quite 
close together. Thus while the classical theory has a short-period form, in 
which it is representable by Fig. 2, it also has a long-period form (which, 
admittedly, tended in practice to engross far too much attention) in which all 
prices, including wages, are taken to be completely flexible, so that FE and FU 
coincide with one another. The SJ curve with which we began has then 
collapsed to a single point. 

Once this collapse has occurred, we get no further advantage from work- 
ing in wage-units, and it is easier to revert to the measurement in terms of 
money with which we began. The classical long-period theory (or full- 
equilibrium theory, it might be better to call it) is then representable by Fig. 
3, in which Y is again expressed in money terms, while the SJ curve has 
become a horizontal line, movement along which represents nothing else 


1 * Essay on Money ” (Philosophical Works, ed. Green and Grose, Vol. III, p. 313). 
2 Paper Credit (ed. Hayek), pp. 118-19, 236. 














1957] A REHABILITATION OF “ CLASSICAL ” ECONOMICS? 283 


si | but a merely monetary expansion (or contraction). The LZ curve is now 
;a | fixed in position, as soon as the money supply (in money-units) is given. 
if | Here at last we have the rate of interest solely determined in real terms (by 
an | productivity and thrift); for the height of the horizontal line is solely depen- 
on | dent upon the real factors in the system; it cannot be affected by the posi- 
tion of the LZ curve. All that the LZ curve here determines is the level 
at of money incomes. The “‘ dichotomy ” between real and monetary econo- 
ta | mics, on which Professor Patinkin has so much to say, has appeared. 

is It must be freely admitted (and the point is emphasised by Patinkin) 
lat that “ classical ”? economists, from Turgot and Smith onwards, did work far 
da too much in terms of this full-equilibrium model; the qualifications due to 
ch | the relative rigidity of wages (and some other prices), which should have 
nd | been evident even from their experience, did not receive enough attention. 
nts | But, after all, they did receive some attention, and not only from Hume and 
ich 
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Thornton. Even within the framework of classical analysis, it was possible 
to get a little farther on. 


n- If one compares the two “ classical”? diagrams which we have drawn 
ite (Figs. 2 and 3), the interesting phenomenon which comes out is the tendency 
in | for an increase in the supply of money to produce a temporary equilibrium 
ch, in which employment is higher, and the rate of interest lower, than in the corre- 
all | sponding full equilibrium. But this tendency could be analysed on classical 
Fy | lines, and was in fact analysed by some classical economists, from Bentham 


en | Onwards, in their theory of “forced saving.” + An increased supply of 
money would temporarily increase saving (even in real terms) through its 


rk. distributional effects; this would force down the rate of interest, and (as was 
‘of | obvious to a believer in the Wage Fund) it would temporarily increase 
ill. employment. Here again there is no fundamental opposition between the 


; classical model and the Keynes model. What is, of course, true is that man 

ig. erty Poe sp ad 

nas classical economists disliked these consequences of their theory (it is amusing 

Jse | ‘watch Mill squirming to avoid them 2), so that the full-equilibrium theory 
1 Cf. Hayek, ‘‘ Note on the Development of the Doctrine of Forced Saving,” Quarterly Journal of 

Economics, 1932; also Schumpeter, History of Economic Analysis, pp. 723-5. 

* J. S. Mill, Principles, Book III, Ch.23; see Schumpeter’s comments in the passage just quoted. 
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always received more attention than the short-period theory. After 1850, 
with the decline in the Wage Fund (a decline which was itself a symptom of 
lack of interest in short-period phenomena), the concentration of interest on 
our Fig. 3, rather than our Fig. 2, is very complete. 


II 


All the same, it is at this point in the story that more must be said about 
the LZ curve. I have drawn the LL curve with a gentle rightward slope; 
this, I think, is the correct form which it would take for an economist who 
recognised Keynes’ transactions motive, and also his precautionary motive, but 
not his speculative motive (to which we shall come later). And that, I think, 
is how it would appear to the “ properly equipped classical economist” 
whom I am using in this paper as an instrument of analysis. In fact, one 
can find the precautionary motive already in Thornton;? there are traces 
of it in Marshall; ? after long travail, admirably explored by Patinkin, it 
emerges in Walras.* Any of these writers should have recognised that the 
demand for money has some elasticity against the rate of interest; and that, 
in our terminology, should have given his LL curve a rightward tilt. 

A less perspicacious economist, who recognised the transactions motive 
only (or some equivalent to it) would draw his LL curve simply vertical; 
if, as is only too probable, he also looked only at full equilibrium, so that his 
SI curve was horizontal (as in our Fig. 3), his whole “‘ diagram ”’ would have 
reduced to two perpendicular straight lines. The “ dichotomy ”’ is then 
complete; real and monetary theories have completely fallen apart. This 
is the case of the crude quantity theorist. But to suggest that such crude 
quantity theorising was characteristic of the more subtle minds among the 
older economists is a caricature of the history of economic thought. 

Yet it is interesting to notice that one could be a crude quantity theorist, 
so far as the LL curve is concerned, and at the same time one could admita 
distinction between temporary and full equilibrium (Figs. 2 and 3), with its 
consequence that an increase in the money supply can, in the short period, 
have a stimulating effect. So far as the real effects of monetary causes are 
concerned, the slope of the LZ curve does not greatly signify. Where it 
does signify is in the other direction, when the initiating cause of the change 
comes from the real side. 


1 Paper Credit, pp. 96-7. 

2 Official Papers, p. 268; see Patinkin, p. 418. 

3 Patinkin, pp. 377-412. His detailed examination of Walras is one of the most impressive 
parts of Patinkin’s book. 

4 This has often been misunderstood, as in the passage from Schumpeter previously noted. It 
is the assumption of instantaneous flexibility in wage-ratio, the lack of distinction between tem- 
porary and full equilibrium in the labour market, not adherence to a quantity theory, which 
prevents one from having a monetary theory of employment. 
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If one’s LL curve is crudely vertical, a rise in the SJ curve (due to an 
increase in the propensity to invest or a fall in the propensity to save) will 
simply raise the rate of interest; and this is true, whether one looks only at 
full equilibrium (Fig. 3) or whether one admits the possibility of a temporary 
divergence from that equilibrium (Fig. 2). But if one admits a precaution- 
ary motive (giving one’s LL curve a rightward slant), then one should con- 
clude that these real shifts will have monetary effects; the money value of 
income will be affected in the full equilibrium, while in the temporary 
equilibrium there may be effects on employment. I have not been able 
to find that there was any early economist who can be claimed as having 
thought the thing through right to this point; it looks as if it had to wait for 
Pigou and Robertson. Nevertheless, it is clear that one can go so far as this 
without straying outside the bounds of “ classical’ theory. One can still 
argue, in the old way, that the savings-investment change raises the rate of 
interest; and then qualify by observing that the rise in interest releases 
money balances, thus increasing effective demand.! Though we have got so 
near to Keynes, it is not yet necessary to argue the matter in a Keynesian 
manner. 

There is, however, a further point. Though a full recognition of the 
role of the precautionary motive may have had to wait for the modern 
Cambridge school, the monetary effect of real causes could be recognised, 
and was recognised, within the classical theory, in another way. It was 
understood by Thornton (and even by Ricardo 2) that a rise in the SJ curve 
would ordinarily lead to an expansion of credit; whether one reckons that 
expansion as an increase in the supply of money, or as an increase in the 
velocity of circulation of money, is a question of the definition of money 
which one is using. If one adopts the former interpretation, recognition of 
the monetary effects of real causes can be reconciled with a formal adherence 
to the quantity theory in the strict sense; this is the interpretation of Wick- 
sell (for instance) to which Patinkin naturally leans. Nevertheless, it is clear 
that the other interpretation was always open, and with the rather un- 
formalised banking system of the early nineteenth century it was a natural 
interpretation. In Wicksell’s case, in view of what he says about “ virtual 
velocity of circulation,”’ * I cannot believe it was wholly absent. Whether one 
draws up one’s LL curve on the assumption that the quantity of money is 
constant in one sense, or in another sense, or whether one merely assumes 
some constancy in the pattern of behaviour of the monetary system, is in a 
certain sense a matter of detail. The step from Wicksell to Keynes, vital step 
though it is, remains from some perspectives a very short step indeed. 


? This, of course, is Pigou’s proposed way of arguing. See, for instance, his Lapses from Full 


* “The applications to the bank for money depend on the comparison between the rate of 
profits that may be made by the employment of it and the rate at which they are willing to lend 
it.” (Principles, Ch. xxvii: ed. Sraffa, vol. 1, p. 364.) 

* Lectures, Vol. II, pp. 67 ff. 
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In Wicksell, the LZ curve is horizontal, because the banking system is 
operating in such a way as to maintain a constant rate of interest. If we 
put this constant market rate against an SJ curve which has already de. 
generated (as in our Fig. 3) into a constant natural rate, we get Wicksell’s 
famous construction. “‘ If the market rate is below the natural rate . . .” 
it all follows. Keynes is using the same kind of construction for the study of 
temporary equilibrium. But he is maintaining that the LL curve becomes 
horizontal (over certain ranges) not because the banking system is choosing 
to make it horizontal, but because it is unable to act in any other way. It 
is not merely that the interest-mechanism may be prevented from operating; 
there are also circumstances in which it cannot be made to work. We 
then become obliged to analyse what happens in a Keynesian manner. 

So long as this possibility is ruled out, we are at liberty to say that saving 
and investment determine the rate of interest, and that the effects on em- 
ployment (or on inflation and deflation) depend on the way in which the 
monetary system reacts to an interest change. Or we are at liberty to regard 
interest and “‘income’”’ as being simultaneously determined, on general- 
equilibrium lines. But once the Keynes case has to be allowed for, both of 
these techniques fail us. Ifthe rate of interest is liable to be ‘‘ pegged” 
(not by any action of the monetary authority, but in the nature of the case), 
then we must treat the effect on income (and employment) as the primary 
effect, which may or may not be modified by indirect repercussions through 
the interest rate. It is no longer possible to use the general-equilibrium 
bridge to show that classical and Keynesian theories come to the same 
thing. 

Since it is the essence of Patinkin’s argument that they are the same 
thing, it is necessary for him to dispose of this critical case. In substance 
what he argues is the following. 

Every economic unit (person or business) requires, on the average, to 
hold a certain proportion of its turnover (or we may say Income) in liquid 
form; but these liquid reserves do not need to be held in the form of money— 
they may be held in the form of securities (or bonds) which act as a money 
substitute. It is the proportion of its total liquid resources which the unit 
holds in money form which depends on the rate of interest. The lower the 
rate of interest, the larger the proportion that is held as money. But how- 
ever low the rate of interest, this proportion cannot rise above 100%. 
Thus, once the supply of money has increased so far that bonds are no longer 
held as a money substitute, any further increase in the money supply must 
be spent upon goods; it must increase investment (or consumption) directly. 
It must accordingly raise the level of money incomes, on quantity theory 
lines, by the “‘ real balance effect.” 

Let us look at this in terms of our diagram (Fig. 4). It is ordinarily 
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admitted that (with a given supply of money) the LL curve must be expected 
to become vertical at its rightward extremity. There is a minimum quan- 
tity of money which is needed to satisfy the transaction demand correspond- 
ing to a given money income; or (what comes to the same thing) there are 
units which are unable to use money substitutes as a means of satisfying their 
demand for liquid resources, however high the rate of interest rises. Thus, 
if the rate of interest rises very high, bonds will have displaced money in all 
those uses where they can displace money. It is Patinkin’s contention that 
there is a corresponding vertical stretch at the other end, where money will 
have displaced bonds in all those uses where it can displace bonds. Thus 
the LL curve is basically vertical (the quantity theory is basically true); only 
it has a swerve in the middle, during which the-system is switching over 
from one pattern of demand for money to another.? 
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With a curve of this character, there can be no danger of the SJ curve 
falling so low that equilibrium cannot be restored in the end, if wages are 
flexible; if a (horizontal) SZ curve lay below the horizontal (or nearly 
horizontal) part of the LL curve, the deflation would still be brought to a 
stop by an intersection with the vertical stretch to the left. (Or, if we 
insist that this equilibrium will be indefinitely deferred by the effect of the 
deflation on past debts, what is theoretically the same point can be made by 
aserting that equilibrium can always be restored by an increase in the 
supply of money; a rightward movement of the LL curve will always be 
elective in restoring equilibrium, provided the general shape of the curve is 
unaffected, as it is reasonable to suppose would be the case.) This, though 
he sometimes seems to rest his argument on different foundations, is the true 
basis for Patinkin’s “‘ classicism.”” If we grant him his vertical stretch on 
the left, his argument is conclusive; but if we do not grant it, his argument is 


The diagram which Patinkin himself uses to embody the above construction is on p. 148 of 
his book. 














288 THE ECONOMIC JOURNAL 


LJUNE 








inconclusive, and we have to go back to Keynes (or something like Keynes) 
after all. 

When it comes to this crucial point, it is a pity that Patinkin does not 
argue his case more fully; in particular, it is a pity that he does not test it 
by seeing how it looks when applied to less schematic models, which get a 
little closer to reality. If he had done so, I believe he would have seen that 
his ‘‘ equilibrium ”’ required not only that the monetary authority should 
buy up all the “‘ bonds ”’ which were being used as money substitutes, but 
that it should go to the point of superseding all the financial intermediaries— 
banks and other financial institutions—transactions between which regulate 
the whole system of interest rates which exist in reality. What Keynes seems 
to me to be saying, at bottom, is that a financial system, of the kind that 
exists in developed “‘ capitalist ” countries, cannot exist if the resultant rate 
of interest—the rate at which funds pass out of the financial system into real 
investment—is too low. The most that Patinkin can claim to have estab- 
lished is that the rate of interest might be forced still lower if that financial 
system were abolished, and the supply of funds to business were made 
directly by government. Whether or not that is the case—how far such a 
system is itself reconcilable with Patinkin’s other assumptions—does not, in 
my view, affect the main issue. The effective answer to Patinkin is that in 
the applications we want to make we do not normally desire to proceed to 
such extremes. ‘The horizontal stretch of the LL curve (at the level below 
which the financial system is unable to allow the rate of interest to go) is 
relevant to our discussions. The vertical stretch which may, conceivably, 
lie beyond it is not relevant. 

For the justification of the Keynesian approach to these matters, it is not 
necessary to consider the limit at which the financial system breaks down. 
In order to show that we get a better understanding of these problems by 
considering effects on employment and income first, and then correcting by 
possible repercussions through interest, all that is necessary is to maintain 
that there are ranges over which the repercussions through interest will be 
rather insignificant. To do that no more is necessary than to emphasise the 
ability of speculative funds to stabilise the rate of interest against consider- 
able disturbances. Which is effectively what Keynes did. 

It should, however, be added in conclusion that the Keynes theory would 
be less important than it is if this were the only limiting case on which it 
threw light. The interest-mechanism may fail to operate, not only because 
the rate of interest may itself be insensitive to real changes, but also because 
(again over certain ranges and in certain circumstances) saving and invest- 
ment may themselves be insensitive to changes in the interest rate. A 
Keynesian (non-classical) situation may arise, not only because the LL curve 
may be horizontal over certain stretches, but because the (short-period) S/ 
curve may, over certain stretches, be vertical. A vertical SJ curve, im- 
pinging upon asloping LL curve, would show the rate of interest rising when 
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investment increased; but the rise in interest would be a matter of mere 
fnancial interest, without real effects. It is because of their desire to cover 
this case, quite as much as the other, that modern Keynesians are convinced 
that Keynes, unlike the “ classics,” did make the right approach. It is 
true that when the two theories are properly understood, and fully worked 
out, they largely overlap; but they do not overlap all the way, and when 
they fail to do so, the Keynes theory has the wider coverage. 
J. R. Hicks 
All Souls College, 
Oxford. 
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The Theory of International Economic Policy, Volume II. Trade and Welfare, 
By J. E. Meape. (London: Oxford University Press for the Royal 
Institute of International Affairs, 1955. Pp. xiv + 618. 45s.) 
(Mathematical Supplement. Pp. vii + 128. 25s.) 


PRoFEssoOR MEape’s second volume on international economic policy is 
a monumental work; it is likely to remain for long a standard of reference 
in this subject. 

He prefaces his treatment of international trade and the international 
movement of factors by a section of sizeable length on the general theory of 
welfare, setting out the marginal equalities in trade, production and utilisa- 
tion of factors required for the most efficient use of resources. He deals in 
this section with the question of equitable distribution and with optimum 
rates of population increase and saving. He introduces, with acknowledg- 
ment to Mr. Fleming, the concept of the ‘‘ second best ’’ for considering the 
expediency of marginal adjustments when other inequalities remain out- 
standing in other parts ofthe economy. Finally, he proceeds to the problems 
of structural change: marginal equalities are necessary conditions for 
optimum arrangements, but not sufficient conditions, where there are 
economies of large-scale production or external economies or diseconomies. 

The system of concepts thus defined provides a framework for the 
consideration of international trade and factor movements. Starting with 
the prima facie case for free trade, Professor Meade assesses the arguments for 
modification under the various headings. A good deal of attention is 
given to “ second-best ”’ types of argument, including the case for a revenue 
tariff, anti-dumping duties, the partial freeing of trade and interferences 
designed to offset the effect of domestic divergencies between marginal cost 
and marginal value. The discussion of the structural argument for inter- 
ference covers the classic case of “‘ infant industry.”” The “‘ terms of trade” 
argument is related to the equitable international distribution of income. 
Professor Meade proceeds to an equally systematic treatment of factor 
movements. Finally, there is an important section on multilateral trade, 
which includes a discussion of the burning question of discriminatory and 
preferential tariff reductions. 

Professor Meade’s touch is sure, one might even dare to say impeccable. 
He often finds a simple way of dealing with an apparently complex problem, 
and he also uncovers by his powerful methods of analysis many unsuspected 
complexities. All is set forth with his beautiful, calm lucidity. The 
sentences and sequences of argument are intelligible and convincing. No 
knowledge of mathematics is pre-supposed. All is worked out in terms of 
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simple arithmetical examples and admirable compendious tables showing 
the effects of certain changes. But for the inquiring mind another volume 
isavailable, providing a mathematical formulation of those propositions that 
need it. ‘Thus the learned and the unlearned may both be satisfied. 

One might deem it an almost miraculous achievement to have set forth 
such an elaborate and complex body of theory in terms so pellucid, that 
anyone in the least competent to study economics should be able with 
patience to get a grasp of it. But in this wicked world nothing seems to go 
quite right. It has to be admitted that this notable work is in certain 
respects unsatisfactory. For the sophisticated reader it is undoubtedly 
laborious. Everything is set out very fully. Complicated arithmetical 
examples, however intelligible, require some considerable effort of attention. 
The mature economist will be inclined to say: ‘‘ Yes, we can see at once 
where that argument leads; spare us your almost painfully explicit elabora- 
tion of it.” To read the text without skipping is exceedingly exhausting, 
but, owing to its smooth, continuous nature, to skip is dangerous. On the 
other hand, for the student there are none of those quips and cranks and 
wanton wiles by which those versed in the arts of popular exposition strive 
tolure on their readers. ‘The result is that not nearly so many as it deserves 
will read this book diligently from cover to cover. 

Professor Meade’s former volume was criticised in this JouRNAL for 
adopting a purely taxonomic, as distinct from an econometric, approach to 
his problems. I was out of sympathy with that criticism. In the present 
phase of our science it is perfectly justifiable and most useful to conduct 
analysis by means of considering the consequence of various alternative 
conditions or policies. Quantitative laws are just not to hand, and it is 
impossible for a professor to excogitate them. None the less, I have felt, in 
this volume more than in the other, that more guidance would have been 
helpful about which among various possible conditions are likely to be 
realised, which deviations from norms are likely to be quantitatively im- 
portant, and, more significant, which among various policies—export 
taxes, import subsidies and the rest—are likely to come up for practical 
consideration. Professor Meade has had most important top-level experi- 
ence of actual discussions and negotiations among the governments of the 
leading nations about many of the policy problems dealt with in this volume. 
Its content is designedly entirely abstract and makes no reference to the 
events of history. If Professor Meade could have illustrated his points by 
reference to these all-important negotiations—without betraying official 
secrets !—it would have contributed enormously to vitalising this book. Of 
course, in certain cases it is possible to read between its lines. But then 
there are so many lines. And some of them have no reference to any 
posible situation. It is to be hoped that Professor Meade may yet give us a 
volume containing historical illustrations of some of his problems. 

On the whole he makes it plain that in his own mind he distinguishes 
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purely Utopian conditions—he explicitly refers to conditions as Utopian in 
a number of connections—from those which, though set out in abstract 
terms, are reasonably close approximations to what may actually happen, 
But on one occasion at least he nods. Proposals for anti-dumping duties 
are very prominent in practical discussions for modifying freedom of trade; 
consequently one would expect in a treatise of this kind a fair and careful 
appraisal. Professor Meade takes the case of dumping by a monopoly, 
One immediately reflects that dumping, in the sense of charging a lower 
price abroad than at home, is an almost normal practice in what in ordinary 
language is called competitive industry. But a very little sophistication in 
economics enables one to save Professor Meade by assuming that one could 
in place of his “‘ monopoly producer ”’ substitute, without loss of relevance, 
* producer in imperfect competition.” But this exit is entirely barred by 
his reference in his concluding paragraph (p. 253) to the alternative of 
*“‘ restoring competitive conditions in the domestic industry.”” ‘The word 
** restore ’’ almost suggests that he is the victim of the fallacy of a golden age 
when all competition was perfect. In olden times al// competition was 
imperfect. Perfect competition is a refined product of civilisation, requiring 
excellent communications, sufficient initiative to generate a class of brokers, 
as well as methods for standardising and grading products. Nor would it 
help to substitute for “ restoring ’’ the word “ creating.” In many, prob- 
ably most, cases of imperfect competition, it would be impossible to create 
conditions of perfect competition, as, for instance, where there are no means 
available, or capable of being made available, to the buyer for assessing the 
quality of a product except the reputation of the maker. This whiff of 
unreality in so important a chapter is disturbing. 

Professor Meade gives his imprimatur to the alleged conflict in certain 
cases between the compensation principle and the “ bribery ”’ principle. I 
believe this to be an unsettled question and to require further elucidation. 
Professor Meade in his example given to illustrate it (p. 73) assumes that 
price need have no relation to cost, but implies that factor income is governed 
by marginal productivity—an arbitrary distinction. He might plead that 
the cost—price discrepancy could be covered by a tax or subsidy; but so 
might one between marginal product and factor reward, as in the case of 
the recent “investment allowance.” The production functions implied 
appear to be fantastically unrealistic; this does not affect the validity of the 
argument, but more realistic assumptions about production, if they could 
have been devised, would have helped us to reach the very important 
decision whether this conflict occurs only in freak cases of no practical 
importance or is worthy of the prominence given it in Professor Meade’s 
text. Furthermore, it is a pity that he confused this straight issue in his 
illustration by irrelevant considerations of distributional equity; it would 
have been better to take a distributionally neutral case, as, for example, of 
brewery operatives who are more interested in TV than in drinking beer 
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while the electrical operatives are more interested in beer than in TV. If 
a conflict arises between the compensation and the “ bribery ” principles 
insuch a case, what does one do about it? By mixing an irrelevant distribu- 
tional complication into the problem, Professor Meade avoids this interesting 
issue. 

In his arithmetical example the paradox could be resolved by a small 
adjustment of definition, namely, if one said that the gainers could be deemed 
better off, after paying compensation, only if they could enjoy as much 
of one of the two commodities as before the change and more—it matters not 
how little more—of the other. If this definition of “‘ being better off ’’ were 
accepted, then it would be impossible for the losers to bribe the gainers not 
tomake the change, and no conflict could arise between the two principles. 

Professor Meade’s illustration seems to raise a far deeper issue than that 
involved in the “‘ bribery ” paradox. In the new situation the gainers have 
mough income, after paying compensation, to buy as much of the two 
commodities (100 apples and 200 blankets) at the new prices as they bought 
before. Actually under the influence of the new prices they buy a different 
combination (140 apples and 160 blankets) ; it is argued that since they have 
mough income to buy the old combination, they must prefer the new one, 
and are therefore better off. But could they really buy the old combina- 
tion? Here a violent paradox arises. It is true that any one individual 
could buy the old combination, since at the new prices his income suffices 
fr that. But let us suppose that all the gainers are like minded. On that 
supposition it is improper to suppose that anyone adjusts his budget pattern 
without all the others doing the same simultaneously; we ought to imagine 
them all chained together, each unable to move without bringing the others 
with him. If they all prefer 100 apples and 200 blankets to 140 apples and 
160 blankets, they just cannot have them; the price of blankets would then 
be too high to put the old combination within the reach of their incomes. 
but if that is so, they are not better off, but worse off in the new situation. 
The position would be quite plain if one substituted for the class of gainers 
asingle individual gainer whom we should have to suppose a monopsonist. 
Itwould be obvious that he could not enjoy 100 apples and 200 blankets, 
however much he preferred that to 140 apples and 160 blankets. 

The defender of Professor Meade’s illustration might be disposed to job 
tack and claim that any one individual could buy 100 apples and 200 
blankets at prevailing prices and, since he does not do so, must préfer the 
ther combination. I suggest that this is an optical illusion. Let him try. 
We must suppose, of course, that the others try at the same time. It will at 
mee appear that the 100 apples and 200 blankets are beyond the means of 
meand all. It is possible that a cobweb would develop in such a situation. 
ltis possible that the illustration given contains some hidden assumptions 
that are impossible. Anyhow the judicious reader should not take Professor 


Meade’s illustration as vindicating the alleged conflict between the com- 
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pensation and “ bribery ”’ principles. I need hardly add that the problem; 
raised by it have a bearing on the logic of national-income computation, 

Professor Meade gives generous measure to distributional consideration; 
throughout his treatment. But there is a recurring reference, which js 
unsatisfactory, to the imposition of “ distributional weights” ab extra by 
some “ policy makers.’’ He has to face the old question of interpersonal 
comparisons. ‘“‘ Most people would agree,”’ he writes (p. 68), “‘ that a crust 
would give more satisfaction to a starving beggar than to a rich and replete 
alderman.” When they “agree,” they presumably deem ‘the superior 
satisfaction of the beggar, and we, too, would deem it, an objective fact, 
But later (p. 70) he writes that “it is not suggested that such marginal 
utility indices are objective facts which can be objectively measured.” 
(Italics mine; he does not write “that.”) There is all the difference 
between being objective facts and being objectively measurable. Objective 
facts may be assessable by such broad quantitative expressions as ‘‘ much 
more than” (as in the case of the afore-mentioned crust) without being 
objectively measurable; it is possible that small interpersonal differences of 
satisfaction are “‘facts”’ (like the larger differences) but by no means 
assessable. On the other hand, it is also possible that they are not matter of 
“* fact’ at all, owing to satisfactions not being atomic events, but coloured 
by the whole background of the psyche; it is possible that individuals A and 
B have such different organic psychical constitutions that a satisfaction 
enjoyed by A from some item of consumption is utterly different in kind 
from that enjoyed by B, so that the words more or less are meaningless in 
their application to these satisfactions. I do not pronounce upon this. 

But if it is not a fact at all that the satisfactions arising from moderate 
differences of income are capable of being predicated as more or less, then 
such differences are not only not the business of the economist, they are no- 
body’s business. What is not a fact at all cannot be assessed, quantitatively 
or otherwise, by anyone, and it cannot lead to any rational policy decision. 
It would be a mere impertinence for any policy maker to assign “‘ distribu- 
tional weights ’’ on the basis of no fact, and the economist should in no case 
accept such weights. What the economist should do in these circumstances 
is to ignore distributional differences unless they are large enough to give 
rise to differences in satisfaction that are matters of fact. 

But if the difficulty is, not that these differences are not matters of fact, 
but only that the assessment of the facts in question is uncertain (not “ob 
jectively measurable ’’), then we must do our best to assess them, ignoring 
them only when an attempt at assessment would have no substantial prob- 
ability of being correct. And who is better qualified to make the attempt 
than the economist, who devotes his life to studying these satisfactions? If 
he cannot make a true bill, how can the “‘ policy maker ”’ succeed ? 

Professor Meade writes, ‘they are bound to be political and moral 
assessments.”” Of course a moral issue may be involved, but that is quite a 
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separate point. The moralist has no special qualification for making a 
difficult assessment of fact, if fact is involved, and if no fact is involved he 
cannot be concerned either. But he may have something to say, and indeed 
should only have something to say, after all the facts are presented to him. 
For instance, he might say that one ought to make distribution as equal as 
one can, subject to not incurring too great a loss thereby. I would only add 
in passing that traditional morality did not regard this as within its sphere, 
and that the foundations of untraditional or modern morality are so shaky 
that its findings cannot carry great authority. 

As for politics, that is in one aspect a branch of morality. But it also 
has its own specific interest, the balance of power, and this brings it into 
cose relations with economics. For instance, a political scientist might 
hold that since all men seek power and have unequal faculties for gain- 
ing it, and since money gives power, an economic system providing abso- 
lutely equal incomes would be politically unstable and liable to give rise 
to revolution. 

The special interests of moral philosophers and political scientists do 
not qualify them for assigning “ distributional weights,” as suggested by 
Professor Meade. Economists should not try to pass the buck to them. 


R. F. Harrop 
Christ Church, 


Oxford. 


The Mechanism of Cheap Money. A study of British monetary policy, 1931-1939. 
By E. T. Nevin. (Cardiff: University of Wales Press, 1955. Pp. 
xiii + 350. 25s.) 

Tuts book provides the best study of British monetary policy during the 
1930s that has yet appeared. Although Dr. Nevin purports to handicap 
himself with an unduly narrow framework of economic theory, his actual 
amalysis of the facts which he has ingeniously and laboriously assembled 
fequently transcends the theory which he claims to be applying and 
generally allows him to reach useful and sensible conclusions. 

Dr. Nevin’s theoretical framework, as set out in the chapter on “ The 
Basis of Monetary Policy” and in other shorter passages throughout the 
book, suffers mainly from the defect that it is based on a number of assump- 
tions, either unstated or insufficiently emphasised, which, while sometimes 
plausible for the period under discussion, are seriously misleading when the 
conclusions reached are generalised. A good example of an insufficiently 
tphasised assumption can be found in the discussion of the determinants 
of“ the ” rate of interest, where Dr. Nevin says (p. 43) : 

** Provided that the money supply is large enough to meet ordinary 
transaction requirements, why should the rate of interest ever rise above 
the very low rate required to offset the disadvantages of holding wealth 
in non-monetary form? The answer is that, if there were no chance 
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whatsoever of the interest rate changing, it would in fact remain at the 

minimum level.” 
If the innocent-looking initial proviso is paraphrased to read, “ Provided 
that the supply of money is infinitely elastic, and that we are prepared to 
inflate the currency without limit . . .”’ the meaning is the same, but the 
impression left on the reader is rather different. Incidentally, the treatment 
of the effects on interest rates of expectations about future rates of interest 
suffers from being confined to two types of assets only, long-dated securities 
and cash. Such a discussion becomes much more useful if it is extended to 
at least three types of assets, including short-dated securities as well as long. 
dated securities and cash. We then find that the expectation of a future 
rise in long-term rates forces short-term rates down as well as long-term rates 
up, while the expectation of a future fall in long-term rates forces short-term 
rates up as well as long-term rates down, so that the convenient concept of 
*‘ the ’ rate of interest most inconveniently evaporates. 

Perhaps the most serious omission of all in the theoretical discussion is 
the almost complete absence of any reference to the effect of internal changes 
on the balance of international payments. While the effects of changes in 
the marginal propensity to consume upon the level of home investment may 
be disputable, at least the direction of their effects on the balance of inter- 
national payments is surely clear enough. In an open system, a fall in the 
marginal propensity to consume, unaccompanied by an increase in the 
volume of home investment, must lead to some improvement in the balance 
of international payments and to some rise in the level of saving actually 
achieved. It may be, though it is arguable, that in a period like the 1930s 
this effect is small enough to be ignored; in a generalised discussion the 
omission is likely to be seriously misleading. 

Fortunately, the ostensible limitations of Dr. Nevin’s theoretical appa- 
ratus do very little to prevent the applied sections, which form by far the 
greater part of the book, from being very good indeed. This is partly 
because the limitations are less important in the context of the 1930s than 
they would be, for instance, in the post-war period, and partly because Dr. 
Nevin does not allow himself to be seriously hampered by them when they 
would get in the way of practical discussion. Even in the purely descriptive 
sections he makes a number of contributions, as for instance his ingenious 
argument that the clearing banks were influenced far more by falls in their 
liquidity ratios when it was a question of expanding only investments, than 
in times of active demand, when it was possible for them to increase advances. 
Another ingenious calculation is the estimation, by difference, of the split 
of the Issue Department’s holdings of government securities between 
Treasury bills and other investments, and the confirmation of the general 
trend of these estimates by reference to the correlation between changes in 
the profits of the Issue Department and in the price of consols. 

A particularly useful chapter is the one on “‘ Cheap Money and the 
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Capital Market,’ where Dr. Nevin’s figures, which must have involved a lot 
of work, on changes in the forms, yields, volumes and sizes of new capital 
issues, will provide a most useful source of reference. His discovery that 
easier money conditions are accompanied by a fall in the average size of new 
issues and tighter conditions by a rise seems to be a new one. The chapter 
on ‘ Cheap Money and the Housing Boom,” on the other hand, seems to 
suffer from a too exclusive emphasis on interest rates as a causative factor. 
Dr. Nevin dismisses rather too summarily the other two factors which are 
also believed to have played an important part—the rise in the real incomes 
of those in employment and the fall in building costs. The effects of the 
sharp rise in the real incomes of perhaps 70% of the population were surely 
not nullified by the fall in the real incomes of those who became unemployed, 
partly because unemployment was very unevenly distributed through the 
country and partly because, except perhaps in the most depressed areas, it 
is unlikely that those who became unemployed surrendered house-room 
either sufficient in quantity or suitable in quality to satisfy the increased 
demands of those who remained employed at higher real wages. 

In his last chapter, on ‘‘ The Quantitative Aspects of Monetary Policy,” 
Dr. Nevin draws attention to the fact that changes in monetary conditions 
are reflected not only in changes in interest rates but also in the amounts of 
capital it is possible to raise at any rates, either from the banks or in the long- 
term market. That the banks in this country have never, at any date, 
relied mainly on changes in interest rates to control the volume of their 
advances is, of course, undeniable; it is for this reason that, at times when 
long-term rates are expected to fall, short-term rates are held far below their 
equilibrium level, and business-men can declare truthfully that their 
decisions are not affected by changes in rates. But Dr. Nevin believes that 
quantitative limitation exists also in the long-term market, as the result of 
the unwillingness of issuing houses to accept more than a limited amount of 
business whatever the terms offered. While there is no doubt some element 
of truth in this, it is surely also true that it is much less important in the long- 
term than in the short-term market, and that, in periods of tight money, 
long-term rates are much nearer their equilibrium level than short-term 
tates, if only because people are much less willing to borrow at high rates for 
long periods than for short. 

F. W. Patsx 
London School of Economics. 


Economic Commentaries. By Str Dennis Rosertson. (London: Staples, 
1956. Pp. 174. 16s.) 
Tuts is a collection of papers, the first four of which, Sir Dennis Robertson 
warns his readers, are not for “‘ anybody who is not fairly familiar with the 
jargons and techniques used by professional economists.” That he himself 
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is not subservient to jargons and techniques he shows over and over again with 
that gentle irony, not so say chaff, which we expect from him. 


**T now tell my students ”’ [he writes (p. 8)] “ that, if they want to 
be really up to date, they can say that it is not so much investment which 
governs savings as savings which govern investment. But I add that 
they had better be careful to give Mr. Kalecki as their authority; other- 
wise they may be in danger of being accused of falling into elementary 
schoolboy error.” 


One of the papers, that on ‘“‘ Some Recent Writings on the Theory of 
Pricing,’ which has not been previously published, is concerned with the 
puzzles arising from “‘ increasing returns,”’ especially in relation to imperfect 
competition. Sir Dennis Robertson refers to “‘ the old conclusion, which 
Harrod with his pretty envelope did much to clarify, namely, that if there is 
imperfection of the market the representative firm will be working with a 
smaller plant, less fully utilised, than if there is not”’ (p. 31). 

Sir Dennis represents Mr. Harrod as repudiating this doctrine, by 
flattening out his envelope “into a horizontal line of constant returns,” 
The envelope presupposed that the projector of a productive enterprise 
would have the choice among a continuous series of possible productive 
units, each with its own short-period production function (shaped like a 
** parabola ’’), and would have exact foresight of the demand to be expected, 
under conditions of imperfect competition, at any specified price. The 
substitution of “‘a horizontal line of constant returns”’ represented the 
complete elimination of the parabolas and the envelope, for it was a depar- 
ture from the assumption of increasing returns which was the essence of the 
whole controversy. 

The envelope doctrine is unassailable on its assumptions. In practice, 
however, the intending producer has a choice not of an infinite series of 
continuously graduated outputs, but of perhaps two or three alternatives, 
and the curve representing the short period costs of any one of them has no 
resemblance to a parabola. If the sharp increase in costs at the point where 
output begins to exceed normal capacity is represented by an angle, there is 

** envelope.” 

It is not quite accurate to say that Mr. Harrod repudiated the excess- 
capacity doctrine. He maintained that the intending producer must allow 
for fluctuations of demand, and that, if he has regard to the long-period 
goodwill of his business, he will refrain from raising his price, when a 
shrinkage of demand points to a spreading of overhead costs over a smaller 
output, and will see that he has a margin of reserve capacity to meet an 
increase of demand without a rise of price. If the producer behaves in this 
way, “ the demand curve is tangential to the full cost curve.”” A phantom 
of the envelope survives. 

Part II of Sir Dennis Robertson’s book is composed of pieces which are 
not addressed to a narrow circle of experts, but which he hopes “ may 
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appeal also to anyone who takes a general interest in economic affairs.” 
Among these is his Stamp Lecture of 1954 on Wages, disguising under a 
hilarious nightmare commission of inquiry a concise and lucid exposition. 

One comment may be offered. The increase in the ratio of wages to the 
total of personal incomes, so far as at the expense of the average recipient of rent 
and dividends (p. 137), has been caused by inflation, not automatically, but 
through specific measures of rent control and taxation of distributed profits. 

Three of the papers republished in Part II deal successively with “‘ The 
Trade Cycle in the Post-war World,” ‘‘ The Sterling Problem ”’ and ‘‘ Creep- 
ing Inflation.” 

“ The Trade Cycle’’ once more raises the question of wages. Is the 
tendency of wage-rates to climb steadily upwards a potential cause of 
industrial depression, or of a complete breakdown of monetary stability, 
leading to a choice between totalitarianism and chaos (p. 93)? ‘“ Does 
anyone know of a ‘ wage policy’ which will purge a ‘ full-employment 
regime,’ not of its manifold inefficiencies and injustices—that is too much 
to hope—but of its propensity to ultimate suicide? ”’ 

“ The Sterling Problem ” raises the question of convertibility: ‘‘ what 
persons, who at present are not allowed to do so, are you proposing to allow 
to turn what into what, by what method, on what terms and for what 
purposes? ’’ (p. 96). These queries assist towards clear thinking. But in 
pursuing them, does not Sir Dennis allow insufficient weight to the confidence 
which sterling would acquire if the pound were made stable in purchasing 
power? If that were achieved, there need be no fear of a rush for dollars 
(pp. 102-3). But stability of purchasing power would necessitate a fluctuat- 
ing rate of exchange, which he deprecates (p. 101), unless the dollar itself 
were stabilised. 


RaLtPpH HAWTREY 
London. 


How Money is Managed. By Pauw E1nzic. (Harmondsworth: Penguin 
Books, 1954. Pp. 368. 2s. 6d.) 


Tue buyer of Pelican books who wants to read about economics is much 
less well served than if his interests lie in most other directions. A book on 
monetary policy was obviously a need; unfortunately, it cannot be said that 
Dr. Einzig has filled it particularly satisfactorily. One is grateful that the 
book was entrusted to someone with an easy English style, who has produced 
important books on monetary subjects. Nevertheless, this is not a book 
which can safely be recommended to the sort of reader for whom it is pre- 
umably intended—the intelligent person who wants a reasonably clear 
«planation of budget deficits and banking controls, of the money market 
and the dollar problem, of inflation and of interest rates. 

Dr. Einzig defines his subject broadly, as covering not only technical 
monetary matters but also questions of the general level of activity and of 
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prices and problems of a country’s external financial relations. He deals 
with his subject in two parts: the aims of monetary policy and the means of 
monetary policy. This well-conceived distinction does not prove successful, 
because of the author’s failure to provide any systematic theoretical founda- 
tion to his study. For example, the Keynesian theory of income determina- 
tion is summed up in a few oddly cryptic sentences; without preparation or 
comprehensible explanation the reader is assured that “‘ relations between 
the level of interest rates and the quantity of money are of course reciprocal ” ; 
the explanations of open-market operations and Bank Rate. policy are, 
again, surprisingly casual—such examples could be multiplied. 

The result is that one feels certain that the ordinary reader with no 
knowledge of economics would leave this book hardly any better equipped 
to understand economic events, and no better equipped to think about 
them for himself. All he would have would be a hotch-potch of facts (many 
of the historical ones interesting, but of almost no relevance to present-day 
policies) and a hopeless confusion of relationships between different elements 
in the economic system. 

This failure is most unfortunate. It was by no means inevitable—the 
basic structure of the theory on which modern monetary policies are based 
is not difficult to explain or to understand, and an author of Dr. Einzig’s 
skill could have made an admirable book by elaborating the structure in 
accordance with some of the complications of past and present-day monetary 
institutions. As it is, one is simply left hoping that some day, the two or 
three worthwhile books on economics in the Pelican series will be supple- 
mented by many more. It seems likely that there would be at least as big 
a public demand for a Pelican economics series as for the existing series on 
psychology and on philosophy—and it seems very odd if it is impossible, 
granted a little planning and encouragement, to find the economists willing 


to write them. 
A. C. L. Day 


London School of Economics. 


The Dollar. By R. F. Harrop. (London: Macmillan, 1953. Pp. 
v +156. 9s. 6d.). 

Mr. Harrop’s readable and erudite little book consists of four lectures, 
dealing with the evolution of the dollar. Broadly, the subject matter covered 
includes the dollar in the nineteenth century, the Federal Reserve System, 
the movement towards international monetary co-operation between the 
United States and other countries, and the dollar gap. 

The most interesting feature of the treatment of nineteenth-century 
American monetary history is the suggestion that the world bimetallic 
system might have survived the strains of the eighteen-sixties and seventies, 
if the decision had not been made finally to abandon the Hamilton silver 
dollar in 1873. The United States might then have been left “ holding the 
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silver baby,” and bimetallism might have continued as a real live force, in 
spite of the decision of the Latin Union later in that year to stop minting 
the silver five-franc piece. One might join Mr. Harrod at his pleasant 
game of making historical hypotheses, and suggest that if the United States 
had established an effective bimetallic system the world currency system 
would never have been so unquestionably oriented towards London as it 
was in the period of the unchallenged sovereignty of gold before the First 
World War; as a consequence, the problems of adjusting to a multi-centred 
system in the inter-war years would have been so much easier, and, in turn, 
the strains of adjusting since the last war to a dollar-dominated system might 
have been so much the less. 

Mr. Harrod’s second lecture is concerned with the Federal Reserve 
System. One of the most interesting discussions here is of the Strong policy, 
enunciated in 1924 in the Tenth Annual Report, of trying to maintain 
stability in the internal level of activity of the United States, regardless of 
the state of the foreign balance. Mr. Harrod says that we need not consider 
this criterion “‘ wholly satisfactory,” but he is, all the same, too tolerant of it. 
The excuse in the Report, that in 1924 other countries were not on the gold 
standard, is extremely thin. Mr. Harrod’s justification, that it is in the 
interest of the world that disturbances shall not emanate from as large a 
country as America, is good ground for arguing against perverse internal 
policies in America (inflation with an external deficit or deflation with 
external surplus), but is not sufficient ground for saying that internal stability 
in America is enough. The gold standard could work only if internal price 
and/or activity levels altered somewhere in the world; if America refused 
to let hers alter, all the strain of adjustment was thrown on other partners. 
It is by no means obvious (pace Mr. Harrod, p. 51) that a new bout of 
inflation in America in 1923 would have been a bad thing for the rest of the 
world—for one thing, the subsequent restoration of the gold standard in 
Britain might have been so much the easier. The Cunliffe Committee may 
have described a world that never really was, but at least it described a 
system that could have worked (although not exactly in the way the Com- 
mittee thought) ; the Strong doctrine did not attempt to indicate how inter- 
national adjustment should be brought about, and left all the burdens to 
the other man. 

In his last two lectures Mr. Harrod is primarily concerned with the 
dollar’s international position since the Great Depression, and in particular 
with the establishment of the Bretton Woods organs and with the dollar 
gap. His history of the war-time negotiations adds little to the information 
already available. 

Mr. Harrod’s discussion of recent developments concentrates on three 
themes: the “‘ excessive and ill-timed ” devaluation of sterling in 1949, the 
need for raising the dollar price of gold and an argument for the establish- 
ment of free currency convertibility, even at the price of increasing dis- 
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criminatory restrictions on trade. I find myself profoundly unconvinced 
by the author’s arguments on all these points; in this review it is only possible 
to say why very briefly. On the devaluation, one feels that he greatly 
underestimates the basic structural adjustments that had to be made; 
the purchasing-power parity calculations he uses are of as little value as 
such calculations ever are when basic readjustments are needed, and the 
importance of devaluation in increasing the competitiveness of British goods 
in non-dollar markets is almost ignored. 

The arguments used in favour of raising the dollar price of gold are 
familiar. One feels that the great weakness in all these arguments was the 
failure to realise that once countries have learnt to get along reasonably 
satisfactorily without internal use of gold, it comes to be realised that an 
international system dependent predominantly (if not wholly) on paper 
credit is also perfectly workable. Our present drift towards a dollar system 
shows that this is, in fact, being accepted; no one cares to drive gold out of 
the position it has, but there is no pressing reason officiously to keep it alive. 

The book finishes with a suggestion that Europe might make her 
currencies convertible in the first instance, ‘‘ not by the healthy and natural 
way of earning more dollars bilaterally or multilaterally, but by intensifying 
her discriminatory restrictions.’ Then, once European countries have 
convertible currencies, they would have a much better chance of earning 
dollars multilaterally. It seems very much open to question whether agree- 
ment could have been achieved between all European countries for following 
such a policy—after all, the benefits of convertibility to everyone except 
certain sections in the City of London have always been the benefits of 
engaging in non-discriminatory trade. It has been possible for Britain to 
follow the rather odd policy of giving the benefits of convertibility to 
foreigners while depriving residents of them, because of an exaggerated view 
of the advantages of extending the City’s international banking operations; 
it is extremely doubtful whether Europe as a whole could ever have been 
so ill-advised. Equally, one is sceptical of Mr. Harrod’s argument that, if 
the I.M.F. brought the scarce currency clause into operation, the burden of 
discrimination against dollar goods would be more equally shared round 
the world. However the scarce-currency provisions might be modified, it 
is inconceivable that they could compel countries to discriminate if they did 
not find such a policy in their interests—and all our experience has been that 
countries have been quite willing to discriminate, if they want to do so, 
whatever the Fund may or may not permit. 

Despite these substantial differences of opinion about policies, it remains 
for me to re-emphasise that Mr. Harrod has written a very readable and a 
provocative book, which can no more be ignored than any of his other 


contributions to the study of economic policy. 
A. C. L. Day 


London School of Economics. 
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Introduction to Keynesian Dynamics. By KENNETH K. Kurimara. (London: 
Allen & Unwin, 1956. Pp. 222. 21s.) 


Tuis introductory text-book on income, employment and prices provides 
awide selection of Keynesian tools. The basic relationships—the consump- 
tion, investment and liquidity functions—are introduced and discussed, the 
determination of income over time is explained in multiplier—accelerator 
terms, the techniques are applied to international trade and inflation, and 
the concluding Part, ‘‘ Secular Economic Dynamics,” contains an elegant 
version of Mr. Harrod’s dynamics together with Professor Kurihara’s own 
extensions of the analysis to the economics of growth in underdeveloped 
economies. Both static and dynamic methods are explained, and the text 
is liberally assisted with arithmetical examples and clear diagrams. Useful 
features are the explanation of the discount-rate aspect of the marginal 
efficiency of capital, and the “‘ Pigou effect.” 

It is because of both the simplicity of the ideas and Professor Kurihara’s 
exceptionally clear and tidy writing that the subject appears very easy. 
This is both the virtue and weakness of all useful texts. In particular, in the 
section on the savings—investment adjusting mechanism, no reference is made 
to the problem of the price changes which could bring costs into line with 
revenues, except for a sentence on p. 82: ‘‘ It is assumed that the propensities 
tosave and invest remain unaffected by price changes, that is, by abstracting 
from redistribution effects of price changes on the real-income positions of 
savers and investors.’ No one who appreciates this need read the book! 
There is, however, a full discussion of the wage-cut problem in another 
chapter. Again, the accelerator is introduced as the change in investment 
arising from a change in income, which is surely odd and liable to confuse, 
and the subsequent discussion of stability conditions, while lucid, becomes a 
piece of dangerous technical expertise. Also, in the discussion of the full- 
employment price multiplier, pp. 139-41, it is assumed there are constant 
propensities to save and invest during a hyperinflation. The general 
criticism stemming from these points is that, despite a brief but well-put 
argument for aggregation in the first chapter, the problems of aggregation 
are hidden by silence and the persistent drawing of straight lines. The 
magnificence of the dynamics extends no farther back than the shop front. 

These are quibbles over a simplified treatment which, provided it is 
considered introductory, is adequate. Only when Professor Kurihara comes 
to the boundaries of his model, to capital—output ratios, innovation and 
changing consumption habits, is there some doubt as to the worth of the 
simplicity. 

C. A. BiytH 
Pembroke College, 
Cambridge. 
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Rinstheorie. ByF.A.Lutz. (Zirich: Polygraphischer (Tibingen: Mohr), 
1956. Pp. 195. S.Frs. 19-15.) 

Tue theory of interest is difficult for two reasons. First, there is the 
real complexity of the subject matter, in which, as many theorists hold, the 
long-term and short-term factors are of such a different nature: produc. 
tivity and thrift on the one hand, liquidity preference and money supply, on 
the other. The second difficulty is, regrettably, one of exposition: many of 
the learned contributors in this field have taken little trouble to say precisely 
how their theories differed from one another, and what they conceive to be 
their peculiar contribution to learning. Important earlier writings are 
often completely ignored (a noted example is Lange’s illuminating model 
with production functions for both consumer and capital goods in the 
Review of Economic Studies, 1935; ignored in the treatises of Hayek, Hicks 
and Mrs. Robinson), and there has been a tendency to treat the slate as 
blanker than it really is. There has consequently been much confusion in 
the literature and, as Professor Lutz frequently remarks here, it is difficult 
to be sure of one’s understanding of some of the principal contributors, 
Mr. Kaldor’s comments on Knight (Econometrica, 1937) are unfortunately of 
wider application : 


** He makes so many points that one is apt to get lost among them, 
not knowing how to distinguish between the primary and the secondary, 
the important and the unimportant; while the conclusions are fre- 
quently clothed in paradoxical sentences which are intended to chal- 
lenge the mind but without a sufficient indication of where to turnin 
order to uncover those mental processes which must have led up to 
them.” 


In this volume Professor Lutz presents an account of the major contribu- 
tions to interest theory since B6hm-Bawerk. His object, as he remarks in 
the preface, is neither to give a complete history of thought nor a systematic 
account of the present state of the theory (there is a hint of a further volume 
on this). Yet by taking up in turn the major trends in thought, as illustrated 
by the writings of the main contributors, he has produced a very satisfactory 
book which will be valued by all serious students of the subject. His exposi- 
tion is remarkably clear, and his critical appraisals of the various writers 
are acute and stimulating. 

His account is divided into three parts. The first deals with theories of 
interest in stationary states (not saturated with capital), the second with 
theories for progressive economies and the third with monetary theories. 
In a forth part, which is probably too brief to be of value to most readers, he 
puts down some first remarks towards a synthesis of the various approaches. 

The first part surveys the work of Bohm-Bawerk, Wicksell, Akerman and 
Hayek. The account of Wicksell’s work includes a comparison of the earlier 
version in Value, Capital and Rent with the later one in his Lectures. This part 
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is, in effect, an almost complete exposition of the Austrian theories of capital, 
and is worth reading on that account alone (to make it complete the reviewer 
would, perhaps, have included a criticism of Wicksell’s distinction between 
the marginal private and social products of capital in the light of Metzler’s 
and Lerner’s discussion in the Journal of Political Economy (1950-53); anda 
fuller reference to Lange’s work). 

The second part expounds the views of Walras, Fisher and Knight, who 
explicitly allow accumulation to proceed, but take it for granted—in a way 
that the Austrians do not—that investment is productive. 

An account of the Keynesian case is given in the third part, together 
with the now generally accepted qualifications (the relation to the loanable 
funds approach, the “‘ grin without the cat,” etc.). The writings of Hicks 
and Robertson are, of course, prominent here, as is the ‘‘ Pigou-effect.”’ 
The final view seems to be very similar to that to be found in Professor 
Robertson’s writings, though the emphasis is more on the short-term factors. 

Professor Lutz adds a mathematical appendix, valuable in its own right. 
It will be appreciated by all who have struggled with the compressed 
mathematics of Wicksell and Akerman. 

S. J. Prais 
Cambridge. 


Price, Cost and Output. By P. J. D. Wires. (Oxford: Basil Blackwell, 
1956. Pp. 302. 30s.) 


Tue aim of this book is to confront “ actual price and output policies ” 
with the marginal theory of the firm, as it is to be found in the text-books. 
It does so by presenting a “‘ new ” classification of types of firm, the main 
types being “‘ price-takers,” “full-cost chargers” and “ marginal cost 
chargers.” This leads to a critical discussion of supply curves and of the 
concept of profit maximisation. On the way, related topics, like joint costs 
and the shape of long-run cost curves, are considered in some detail. The 
book concludes with a study of the efficiency with which various types of 
market allocate the resources of the community between competing ends. 

This is a substantial work, in which Mr. Wiles shows a wide acquaintance 
with writings in his chosen field, though it contains nothing of significant 
originality. The book is stimulating and highly provocative, but it is 
doubtful whether even the serious student of the theory of the firm should 
read it in its entirety; for the quality is extremely variable. Some of Mr. 
Wiles’ comments are extremely shrewd and intelligent; others are the 
reverse, and the whole book lacks coherence. Perhaps the most successful 
sections are the later part of the chapter on profit maximisation (from 
p. 178 onwards), and the section on oligopoly (pp. 87-95). 

A major criticism of the book is that the author has overstated his case 
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when he claims to have compared marginal theory with “ actual” price 
policies. Most of his views of what happens in the real world are very 
much at second-hand, and for this reason one misses any ring of authority, 
In the one case where a considerable amount of empirical information is 
provided (statistics showing that the long-run cost curve is not U-shaped), 
there is little attempt to classify, or to present tidily, a mass of ill-assorted 
cost figures interspersed with such comments as: “ All data are inaccurate, 
as the original diagram is ill-printed ” (p. 239). Mr. Wiles, in other words, 
has added a new phenomenon to the “ armchair theorist”? whom he so 
rightly scorns; he is the prototype of the armchair empiricist. This is not 
to deny that once sufficient empirical data has been unearthed by field 
workers its study may make possible big advances in the theory of the firm. 
But, as yet, such information is extremely scarce, as is shown by the way in 
which Mr. Wiles has drawn on the reviewer’s own woefully small-scale 
study of Midland firms. 

One result of Mr. Wiles’ lack of first-hand empirical data is a tendency 
to exaggerate the generality of his argument. For example, Professor 
Stigler is criticised for believing that the short-run marginal-cost curve rises 
sharply once a moderate output has been attained (p. 49). The impression 
is thus conveyed that sharply-rising marginal-cost curves are never met with 
in practice. Yet with at least one product, namely rayon, technical factors 
mean that the short-run marginal-cost curve does rise extremely sharply 
once capacity output is reached. No one would suggest that man-made 
fibre production is typical of British industry, but this illustration shows 
that the “ facts ” with which Mr. Wiles confronts marginal theory are of less 
general applicability than he seems to imply. Indeed, many of these facts 
turn out, on examination, to be alternative theories. (See, for example, 
the discussion on pp. 49-50, where Mr. Wiles explains why, in his view, 
marginal-cost curves slope upwards quite gently.) 

It is perhaps significant that in his discussion of “‘ the full cost sector,” 
Mr. Wiles acknowledges that once “ price competition breaks out, the full 
cost entrepreneur or firm is maximising his profits” (p. 62). This means 
that a whole set of substantial reasons, which have been advanced in the 
previous ten pages to explain why firms cannot maximise profits, are now 
swept away. “ Marginalism becomes a legitimate, though hardly a useful, 
analysis of the empirical world” (p. 62). This seems to be a damaging 
admission for “ full cost’ theory to make. Indeed, it suggests that it may 
be the inflationary conditions of the post-war world which have made some 
economists so ready to support the doctrine of “full cost.’”” The prophet 
of “ The Age of Inflation ” might well have given some space to this point ! 

While Mr. Wiles’ argument holds the attention well, its presentation is 
at times more than a trifle unpalatable. Quite apart from a somewhat 
arrogant use of his own private terminology, Mr. Wiles displays a recurrent 
and irritating flippancy. For instance, the suggestion that few business-men 
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realise that short-run average costs are a function of output (p. 47) is bad 
enough. But it is grossly unfair to suggest that even a substantial minority 
of firms believe that if “the boiler burst” or if they “‘ produced more,” 
these two facts would be “ on a par ”’ so far as their influence on unit costs 
is concerned (pp. 47-8). Such unjustified poking of fun at business-men 
does nothing to help their education, or to improve their relations with 
economists. Similarly, the suggestion that Marshall “ was very interested 
in the individual firm; he used to visit firms” (pp. 77-8) is surely out of 
place in a work of serious scholarship. Mr. Wiles cannot complain if many 
of his fellow economists are led to regard him as a more of a humorist than 
a scholar. 
D. C. HacuE 
University College, 
London. 


The Evolution of Wage Structure. By L. G. Reynotps and C. H. Tarr. 
(New Haven: Yale University Press (London: Oxford University Press), 
1956. Pp. xii + 398. 40s.) 


A GREAT deal of material on wages has accumulated since the War; 
and though, as the present authors point out, “‘ the gap between measure- 
ment and theory remains essentially unbridged,”’ the appearance of a wide- 
ranging and scholarly book combining detailed wage data with some pro- 
legomena to a viable theory of wage determination is very welcome. So 
long as little was known about wage levels except that they varied over time 
and place, it was assumed that these variations would be accounted for by 
the same sort of market forces which were held to determine the levels of 
other kinds of price. Ifthe operation of these forces appeared obscure, then 
clearly frictions, rigidities and imperfections were at work. However, as 
evidence on wage settlements—and on actual earnings—began to pile up, 
the emerging detail appeared so chaotic that it began to be asked whether 
the frictions and rigidities were not the real determinants, and the exceptional 
was not the rule. The curious incident of the dog in the night-time, ex- 
plained Holmes to Watson, was that the dog did nothing in the night-time; 
and the curious fact about the economic determination of wages was that 
wages were governed by a host of non-economic—possibly counter-economic 
—forces, ranging from the power-interests of great institutions to people’s 
feelings about social prestige. The battle for the deposition, or restoration, 
of the sovereign power of supply and demand has been petering out into 
desultory skirmishes, each resolved by a more or less sophisticated com- 
promise—at its crudest, by resorting to a concept of Economic Institution 
analogous to that of Economic Man. If the present book, with its emphasis 
on the complexity of wage phenomena and its efforts to avoid such facile 
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simplifications, did no more than point to some of the pitfalls, it would serve 
a useful purpose; but it does a good deal more. 


The book consists of two main parts, sandwiched by three discursive | 


sections whose purpose is to highlight the problems of selection and measure. 
ment, to bring some generality to the detailed findings and to subject the 
latter to acceptable criteria of economic desirability. The first part examine 
the wage structure of four industries in the United States (railways, iron and 
steel, cotton textiles, and pulp and paper), indicating the extent, direction 
and timing of changes in wage differences between occupations, regions and 
plants. The second part is concerned with the national wage patterns of 
four countries (France, Sweden, Great Britain and Canada) as well as of 
the United States—emphasis being laid not only on wage differences 
between industries and regions but also on skill-, sex- and other differentials, 
In each case some assessment is attempted of the relative importance of 
institutional and economic influences, and the conclusion emerges that 
institutional influences have so far been less important than the “ natural” 
economic pressures, which in any case they have tended to reinforce: 
‘in most cases bargained wage changes do not depart far from what was 
‘in the cards’ on economic grounds.” It is no criticism of the book to say 
that this sort of judgment must be based largely on hunch, for the authors’ 
hunch is exceptionally well informed. One of the chief merits of their book 
is its demonstration of the relevance of wage structures to wage levels and 
changes, and in general of the microcosm to the macrocosm. 

Except for one of the industry studies in Part I, which is by a third 
hand and might with advantage have been shortened, the balance of the 
book is well maintained. The reader may sometimes dispute the emphasis 
which is laid in the national studies, although the J/eitmotiv of these thickly 
orchestrated scores (the compression of almost all differentials by different 
institutional instruments but under similar economic and social pressures) 
is clearly brought out. The linking chapters—particularly the last—are 
thoughtful and stimulating, even though the conclusions on the central 
issue (“the extent to which wage structures are shaped by individual 
responses in the market as against the influence of collective bargaining and 
government regulation ”’) are necessarily tentative. 

The authors are well aware of the severe limitations of the aggregated 
data which are still too often the only evidence available; but their sugges 
tions are given weight by their knowledge of the kinds of distribution, and 
the extent of dispersion, which are apt to underlie such data. We may hope 
that official agencies will be progressively weaned from their devotion to 
overall averages; and if the techniques which economists are finding 
valuable in other fields, of assessing from quantified data the relative im- 
portance of different influences, can be applied to the growing body of wage 
material, the theory of wages may achieve greater respectability by being 
recast in a form which admits of better verification. The present authors’ 
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insight may well be confirmed in the process; in any case credit is due to 
them for having made a remarkably coherent survey of the wide terrain 
they have explored. 

K. G. J. C. KNow es 


Oxford. 


The Rise of the National Trade Union. By L. Utman. (Cambridge, Mass. : 
Harvard University Press, 1955 (London: Oxford University Press, 
1956). Pp. xv + 639. 76s.) 

Trade Union Government and Administration in Great Britain. By B. C. Roperts. 
(London: Bell, for the London School of Economics and Political 
Science, 1956. Pp. vii + 570. 31s. 6d.) 

The Structure and Government of Labor Unions. By P. Tarr. (Cambridge, 
Mass.: Harvard University Press, 1954 (London: Oxford University 
Press, 1955). Pp. 312. 48s.) 


Eacu of these three studies is provoked by the rise of the mass trade 
union, national in its geographical extension, but sectional in its occupational 
inclusion, as the characteristic Anglo-Saxon form of labour organisation, 
and as the fulcrum of labour’s political and economic power. But they 
adopt different approaches to the exploration of its purposes and government. 

Professor Ulman’s massive study, because it is historical, is also the most 
fundamental attempt. The national union was, he argues, solidly estab- 
lished in several American trades by 1900; and in those trades its constitu- 
tional forms had been by then perfected, its economic tactics firmly evolved 
and its relation with other types of labour organisation—the local unions 
that preceded it, the super-federation of sectional unions, the (attempted) 
political-economic movement of the wage-earning class—was already 
defined. It is therefore to the national trade union’s formative and experi- 
mental period, the latter half of the nineteenth century, that one must 
first look for the clues to its present character and policies. The foundation 
of his study is thus a meticulous and detailed examination of five such unions’ 
history, the result of which he has reapplied to the mass of existing material 
on the topic—and which he has incidentally illuminated by the use of con- 
temporary economic analysis: there is, for instance, a suggestive demon- 
stration that the insistence of his national union leaders on the correct 
seasonal timing of wage-demands was similar in its effect to the modern 
American union’s “ guaranteed annual wage.” 

The conclusion of this distinguished work is a re-examination of the 
origins of American trade unionism. The latter’s great historian, Commons, 
considered the collective organisation of labour to be a reaction from two 
things: the closing of the frontier, which formerly permitted the dissatisfied 
wage-earner to escape from his status, and the extension of product markets, 


which exposed him to the full force of competition. Moreover the American 
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governmental system defeated independent labour political movements (just 
as the “‘ free gift of the ballot ’’ deprived them of an early objective) and 
diverted their energy to collective bargaining. Perlman, attempting to 
formulate a general theory of the labour movement’s development, added to 
Commons’ analysis an emphasis on restricted opportunity as a main feature 
of the wage-earner’s environment, and therefore on “ job control”? as the 
unions’ principal function; while he traced to the class-conscious immigrant 
artisan from Europe the cohesive inspiration of the early American unions, 

Both these hypotheses Professor Ulman considers unsatisfactory. The 
extent to which the open West provided an “ escape hatch ”’ for the Eastern 
working-man was already doubtful. But trade unions in any case existed 
before its closure. Moreover several national unions established themselves 
in the absence of that extension of product markets which Commons had 
supposed central to their growth. And the American trade unionist dis- 
played little evidence of the economic pessimism which Perlman had attri- 
buted to him, just as his willingness to trade restrictive “‘ work-rules ”’ for 
bargaining security and wage advantages hardly demonstrated a European 
adherence to labour “ Vested Interests.’’ By contrast, he explains the 
unions’ development in terms of the dynamic character of the American 
economy. It was in some cases the extension of product, in others, of 
labour markets that drove such scattered local unions as existed to combine 
into expansive national organisations. But it was just this context of rapid 
economic growth which both permitted the latter’s consolidation and gave 
them their overwhelmingly economic orientation—by at least appearing 
to make collective bargaining pay. 

The conclusion leaves this reader, for one, not altogether convinced. A 
tendency to form trade unions would seem characteristic of a settled working 
class: it is not so much their presence as their relative absence that requires 
explanation in the American case—union membership in Professor Ulman’s 
period seems to have fluctuated between 3 and 9% only of all American 
wage-earners. In this light, the relative mobility—social and occupational, 
as well as geographical—of American labour appears overwhelmingly 
important: a chapter of Professor Taft’s, in examining the almost spontan- 
eous outburst of trade unionism among the auto-workers in the 1930s’ 
shows how recently so many of these operatives had been farmers and back- 
woodsmen. It is notable that the unions from which Professor Ulman 
mainly draws his detailed evidence each based themselves on an existing 
and typically European import—the apprenticeship system, which gave a 
sectional identity to their intended membership that could, at this time, have 
been possessed by relatively few American labour groups. But the same 
system was also the organising basis of the British ‘‘ New Models,”’ and their 
qualities do not seem quite so different from Professor Ulman’s exhibits as 
his hypothesis would imply. The “travelling member” problem, which 
he regards as a central pressure to national unionism in the U.S.A., was only 
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less in the British case because of smaller distances and greater facility of 
communication: the “‘ New Models ”’ also emphasised collective bargaining 
rather than political action: and their leaders fought similar, if less intense, 
battles for central control over strikes, and against forms of labour organisa- 
tion rival to their national unions. Each generation writes history in its own 
image: Perlman, working in the 1920s, was incidentally explaining the 
apparent failure of mass unionism to consolidate and extend itself in a phase 
of prosperity, and one is left with an impression that Professor Ulman is 
really attempting to explain, not the exclusive nineteenth-century craft 
unions about which he mainly writes, but the mass American industrial 
unionism of the present day. 

However, it is less the conclusion than the process of reaching it which is 
the major merit of this work. This detailed analysis illuminates not only 
the—astutely opportunistic—economic outlook and method of the national 
union leaders, but also the peculiarities of American trade-union structure—its 
high degree of local autonomy, its foundation on the principle of “ exclusive 
jurisdiction ’” in each organised trade, and the special features of its central 
organisation. Such intriguing problems as the relative weakness of central 
representative bodies in American unions, and the special power of their 
Presidents (as opposed to the General Secretaries of their British counter- 
parts) are all explained by the particular restraints the American environ- 
ment imposes on effective union organisation. It is these restraints that 
provide the link between Professor Ulman’s period and the present day. 

Mr. Roberts’ and Professor Taft’s studies are contemporary. They are 
each concerned with the problems of control and democracy in trade unions, 
but are contrasted in their particular preoccupation. 

Thus two questions which have been of major public interest are the 
extent of communist influence in trade-union government, and the standing 
and rights of individual workpeople in relation to these powerful organisa- 
tions. Mr. Roberts, while giving some attention to the first problem in his 
chapter on politics in union elections, begins with a statement of the legal 
position of trade unions, in which he notes the courts’ increased interest in 
the impact of trade unionism on individual rights, and continues with a 
discussion of the status of union members—which he clearly feels to require 
amore secure definition—in relation to their associations. Professor Taft, 
on the other hand, begins with an analysis of radicalism (which refers mainly 
to Communism) in United States’ unions, and ends with an assessment of 
their ability to resist communist penetration. In between, however, he 
includes a more than ordinarily interesting account of the use of the internal 
“appeals ’’ procedure in a number of American unions, which is certainly 
much more frequently invoked in defence of individuals or groups of members 
than is public law, and which he concludes works with a degree of justice 
unlikely to be improved by public intervention. 

These differing priorities are at first sight surprising. The general out- 
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look of the British unions is “ radical’ in the American sense: it was just 
the vagueness of the demarcation between Communism and left-wi 
Socialism which until recently facilitated the communist appeal to militancy 
in the British unions’ rank-and-file. The particular footing which their 
energy, purpose and organising experience gave to Communists in the new 
C.I.O. unions of the 1930s would seem an insufficient explanation. And, 
on the other hand, the prevalence of the “‘ union shop ”’ in the United States, 
and the opposition to dual unionism, restrict that ability of union members to 
** vote with their feet’? which Mr. Roberts regards as still an important 
assurance that many British unions, at least, will operate on a basis of 
consent. 

What divides the two studies is apparently the status of their subjects in 
their respective communities. Mr. Roberts’ unions are by now massively 
established institutions: in their American counterparts, however, there is 
still a sense of minority standing, of a tenure only recently consolidated. 
Thus Mr. Roberts regards his unions as “‘ individual democracies,”’ in which 
the internal political controversy that animated their past government is 
now likely to decline, and in which, therefore, there is a need for the links 
between union and member to be re-examined. Professor Taft, however, 
agrees with Professor Ulman in emphasing the union’s need to maintain its 
members’ solidarity before an environment in which it seems still not quite 
secure. It is this, it appears, that accounts for the relative infrequency of 
contested elections in American unions, and for the tendency of such con- 
tests to decline once the union has passed its initial organising phase and to 
become less usual the higher (and so the more representative) the office 
concerned. The “two-party” system of the American typographers’ associa- 
tion is an historical oddity: a major duty of union Presidents (and a 
condition of their unchallenged tenure) is to arrange internal compromises 
that will avoid open intra-union conflict. 

The two studies also are contrasted in their method. The width of their 
subject requires selection. Professor Taft assumes a general knowledge of 
American union structure, and has chosen to present several essays treating 
particular aspects of it—finance, discipline and so on—in a broad way. To 
this, however, he adds a group of detailed studies of particular unions 
recent evolution: his contrast of the steel- and auto-workers’ internal his- 
tories—as well as his analysis of the Teamsters’ development towards a 
general union of the British type—are, to an outsider, especially revealing. 
Mr. Roberts, on the other hand, has chosen the eighteen biggest unions in 
Britain for an exhaustive constitutional analysis. His study is the more 
systematic, proceeding by comparison at each stage from these unions’ local 
units in the workshops and branches, through their district and central repre- 
sentative machinery and officialdom, to their federal relations with each other. 
It is the variety of organisational method at each level which is emphasised, 
and of this his account is by far the most extensive and authoritative of recent 
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times. The approach is mainly descriptive. Since the episode of Mr. 
Goldstein’s (rather mistitled) Government of British Trade Unions, academic 
inquirers have moved cautiously towards its somewhat irritated subject. 
Although Mr. Roberts includes, by way of appendix, potted histories 
of the unions he studied and some interesting brief biographies of their 
leaders, he attempts no systematic explanation of his unions’ diverse con- 
stitutional forms, nor any deep analysis of the degree to which form and reality 
coincide in each case. 

Mr. Roberts is similarly cautious in his comment. Though he by no 
means takes the implied defensive position of Professor Taft, neither his 
criticism nor his proposals go beyond those which many trade-union officers 
might themselves make. The avoidance of fundamental criticism, indeed, 
makes his major emphasis on education as a specific for trade unionism’s 
current frictions seem just a little pious. Education, if it is to cement the 
relation between leaders and members, must go beyond mere training in 
union administration and include an element of propaganda: it is here that 
American unions, with their greater sense of the need for policies that capture 
and retain the wage-earners’ imagination, have an advantage. The 
training of shop-stewards (and even their closer integration in union-branch 
machinery) would not finally solve the problems of their tendency to form 
alternative, “‘ unofficial ’”’ leaderships, because this arises at least in part from 
the structural fact of dual unionism in the work-place. 

Against this, Mr. Roberts’ suggestion of the unions’ need for internal 
administrative research is very much to the point. His own collection and 
analysis of voting results in union elections, in fact, provides considerable 
evidence that union leaderships who seriously wish to increase their members’ 
participation could do so by reviewing such things as the optimum size of 
their branches, and the method by which ballots are conducted. But it is 
perhaps his notes on the salaries of union officials which are most likely to 
sound an echo in the latters’ inner hearts. Nor is the problem of low rewards 
to union organisers specifically British. Professor Taft shows that the salary 
of agents in the United States union locals is on the average comparable with 
that of skilled workmen, and that even the national leaders of American 
unions are, on the whole (and contrary to the impression current in this 
country), very modestly paid. For the national leader in each movement 
there are no doubt other compensations—the interest and variety of his 
work, his public importance and so on. It is the pay of local officers, from 
whom the future leaders will be mainly drawn, which now offers—particu- 
larly when the job’s exacting nature is considered—little attraction to men 
who possess the abilities that modern industrial relations require, and to 
whom full employment and extended public education have opened other 
opportunities. But it is perhaps most important to effective trade unionism 
that the workpeople should identify themselves with their leaders. And a 
recent study of British miners by Dennis, Henriques and Slaughter (Coal is 
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Our Life) has shown how even such a small relative improvement in the 
union official’s position as the transfer of lay representatives at the pit to less 
arduous work may set a barrier between them and their workmates. The 
solution of the dilemma is not obvious. 

H. A. TuRNER 


University of Manchester. 


The Future of Socialism. By C. A. R. Crostanp. (London: Jonathan 
Cape, 1956. Pp. 540. 42s.) 


** TRADITIONAL socialism was largely concerned with the evils of tradi- 
tional capitalism, and with the need for its overthrow. But to-day tradi- 
tional capitalism has been reformed and modified almost out of existence, 
and it is with a quite different form of society that Socialists must now con- 
cern themselves. Pre-war anti-Capitalism will give us very little help ” (p, 
97). This is the keynote to Mr. Crosland’s book: ‘“‘ the ownership of the 
means of production has ceased to be the key factor which imparts to a 
society its essential character . . . it is now less important than other factors, 
such as the managerial structure of industry, the level of employment, the 
strength of the trade unions, the general social climate, and above all the 
character of the political authority.” The revolution is over: power to 
mould and direct economic activity and to distribute economic resources is 
overwhelmingly in the hands of the State. What therefore remains is to 
use this power to foster social and cultural assimilation between the different 
classes in society, leaving it to a rapidly rising level of productivity, en- 
gendered by wisely guided and stimulated private enterprise, and steered 
along the right channels of distribution by judicious taxation, in part to 
lessen and in part to render unobservable whatever remains of economic 
inequality. 

This thesis is sustained, with a wealth of economic and sociological 
quotation, in the four parts of the book. In “ The Transformation of 
Capitalism” it is argued that the “ mixed economy” of contemporary 
Britain is very far from the “‘ classical ”’ capitalism of which Keynes wrote, 
** The outstanding faults of the economic society in which we live are its 
failures to provide for full employment and its arbitrary and inequitable 
division of wealth and income.”’ One of these evils has been overcome, and 
the other is greatly lessened (with the exception of the distribution of 
property), to the accompaniment of such a transfer of economic power from 
the business class to trade unions and the State, that “‘ capitalistic features 
and attitudes no longer predominate.”” The extent to which one can agree 
with Mr. Crosland in his subsequent development of the argument depends 
largely upon how far one can accept this analysis. Contemporary writing 
on the border-line of economics and politics is in danger of developing a 
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“ mythology of the thirties,” by reference to which, as a period altogether 
unique, and out of the run of normal economic development, most awkward 
questions may be shelved. One needs only to adopt the contrary hypo- 
thesis, that the post-war decade of full employment ani" sustained world 
prosperity is unique and fortuitous, sustained by the enormous task of post- 
war structural reconstruction and periodically reinforced by the Russians 
emerging as the deus ex machina with renewed intransigeance, in anticipation 
of the collapse of Capitalism whenever it falters, and thus goading the United 
States into further investment in armaments (a view which the reviewer 
does not necessarily hold) for the picture to alter most radically. 

“ The Aims of Socialism,” which follows, consists of a description of the 
traditions of British Socialism: it is a masterpiece of synopsis, but it lacks 
any attempt to detect any basic unity of principle (a point to which I return 
inconclusion). It also contains “‘ a definition of the meaning of socialism.” 
The latter is the weakest part of the book: the closest thing to a definition 
which can be found is the statement that “‘ since we could still have more 
social equality, a more classless society, and less avoidable social distress, we 
cannot be described as a socialist society.” 

“The Promotion of Welfare ’’ deals with the structure and problems of 
the social services: it is a shrewd and penetrating analysis which deserves 
fuller treatment than can be given it here, concluding that if material want 
and poverty go on diminishing at the present rate we shall need to focus 
attention “‘ not on the economic causes of distress, but on the social and 
psychological causes.”” If the author’s optimism concerning the rate of 
economic progress is justified, he makes out a most convincing case for his 
conclusions. It is followed by ‘‘ The Search for Equality,” of which the 
main theme is that the most galling sources of inequality in contemporary 
Britain result from the social structure which we inherit from the past and 
from the inevitably subordinate position of the manual worker in large- 
sale industry, irrespective of its ownership. Consequently, educational 
reforms and improved industrial relations, concerning which latter, alas, 
legislation can do little, are the main avenues of advancement. The 
manner in which taxation can aid in the subordinate problem of lessening 
economic inequality is discussed along lines which have become generally 
acceptable since the publication of the Report of the Royal Commission: 
those who agree with the Minority Report will, on the whole, agree with 
Mr. Crosland. 

The section on “‘ Economic Growth and Efficiency ”’ is the basis of all 
the rest of the book, because if the thesis that there will be a steady and 
sustained growth of real income at the current rate over the next few decades 
is not proven, and if the proposals for economic legislation which are put 
forward should prove more of a handicap on growth than the author sup- 
poses, then the rest of the argument must fail. There is very little which 
Keynes would fail to agree with in the discussion of the dangers of inflation, 
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and of the need for saving via profits in the private and especially the public 
sectors of industry during a period of sustained expansion: all that is 
debatable is the assumption that the marginal efficiency of capital wil 
continue to be as buoyant as at the moment: that is a matter for judgment 
and not analysis. Similarly, the treatment of wage policy (the author 
should have succeeded in finally disposing of the proposal for the central 
regulation of wages) and the discussion of the desirable limits to nationalisa. 
tion and of the administration of nationalised industries are all orthodox 
Marshall. In detail, the analysis is scholarly, impartial and well docu. 
mented: many of the conclusions are controversial, particularly those which 
concern the relationship between taxation and the supply of risk capital, 
but none are left unsupported. 

If it were not for the illuminating “‘ Conclusions’ the book might bk 
dismissed as an essay in Pigouvian economics and sociology, with a touch of 
Victorian radicalism, and might as well be entitled “‘ A Liberal Economist’; 
Advice to the Labour Movement ”’ as “ The Future of Socialism.”’ But in 
conclusion Mr. Crosland reveals that what he is after is a society sufficiently 
skilful in production and sufficiently sure of its standards to rise above pre- 
occupation with economics. This makes sense as a definition of Socialism, 
provides a principle capable of unifying the concepts of Socialism which he 
considers so summarily and dismisses as historically irrelevant in Part Two— 
and causes the reader to look back with a more critical eye on the preceding 
argument. The creative force of private enterprise, functioning within a 
skilfully devised framework of stimulus and control, upon which the main 
function of demand and supply is to fall, can hardly be expected to operate 
unless economic considerations are sufficiently in the foreground of the public 
consciousness to offer adequate rewards, in money or esteem, to the success 
ful innovator. It demands that advertising, already perhaps the most 
powerful force in our contemporary culture, shall still be sufficiently domin- 
ant to keep demand one jump ahead of supply. Even if Mr. Crosland’s 
invitation to the Labour movement to plan its policy on the assumption ofa 
steady and continued rise in productivity is justified (it is probably the best 
thing for them to do in everybody’s interest), he provides no safe formula for 
the achievement of Socialism. His own concluding passages reveal his 
scholarly, timely and courageous book for what it is; a series of proposals for 
reform essentially within the framework of the kind of society from which he 
wishes to escape. 

H. Sirs 
Ruskin College, 
Oxford. 
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Readings in Market Research. A selection of papers by British authors. 
(London: British Market Research Bureau, 1956. Pp. ix + 235. 
35s.) 

Modern Market Research. A guide for business executives. By M. K. ADLER. 
(London: Crosby Lockwood, 1956. Pp. 158. 15s.) 


“ Ty business men knew what was going to happen, it wouldn’t ’—as the 
saying is—and it is through market research that the enterprising manager 
attempts to reduce the area of uncertainty surrounding his decisions. The 
larger the scale of business organisation, the greater the scope of managerial 
decision and the less the producer’s direct knowledge of his market; con- 
sequently the greater the area of uncertainty, and the greater the cost of 
mistaken managerial policies. In the present circumstances of increasing 
scale of industry, hit-and-miss methods become anachronistic, leaving the 
field open for the development of market research. Market research sub- 
stitutes information for guesswork, by analysing either data which are already 
available, or which are specially collected, chiefly by means of sample 
surveys. These surveys are undertaken in three main fields: amongst 
retailers a panel kind of sample survey gives the manufacturer continuous 
information about the retail sales of his product, according, for instance, to 
the types of shops in which they are sold or according to their relationship 
to similar products of his competitors. Provision of this kind of information 
is described as retail audit research. The same panel technique is employed 
among groups of consumers, reporting on their purchasing patterns, either 
for surveys of the size and characteristics of existing markets or for estimates 
of public reaction to the development of a particular product. Thirdly, 
there are media surveys designed to measure the effects of various advertising 
techniques on differing types of consumers, the relative importance of the 
poster and of ‘‘ commercials,’”’ as well as the increase in sales attributed to 
a given high-pressure campaign. 

Given the practical limitations on assembling suitable data for the 
analysis of past experience, and the fact that predictions based on such 
experience require hypotheses about consumers’ behaviour which are 
necessarily less than completely reliable, the remaining degree of uncertainty 
is large. Nevertheless, the case for collecting and analysing the relevant 
circumstances is often irresistible. This is the aim of market research, 
whether carried out by the executive himself, or in his own research depart- 
ment, or, as is becoming more common, undertaken on his behalf by an in- 
dependent agency. 

Market research is almost entirely a post-war phenomenon in Britain, 
and very little has so far been published here on the subject. The British 
Research Bureau, Ltd., one of the large commercial market-research 
agencies, and a subsidiary of J. Walter Thompson, Ltd., has helped to fill 
this gap by collecting, under the title of Readings in Market Research, sixteen 
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papers published since 1945 by British authors. Not all important articles 
have been included, since the editors have necessarily been limited in their 
choice to those which could be reprinted. But it is a good collection, well 
designed to give “‘ students and practitioners ’’ a picture of the organisation 
of this new industry, the facilities it offers, roughly what they cost and the 
methods used. The use of a collection of articles originally written for 
particular occasions brings out the manner in which common practices 
are already developing and common problems being encountered by its 
various practitioners. There is not yet professional agreement or a 
guaranteed degree of reliability in the results, but events are moving in that 
direction. 

In the view of the Editorial Committee (Messrs. J. S. Downham, E. 
Shankleman and J. A. P. Treasure) market research since 1945 has “ come 
of age”’ in Britain. It is conducted by two main types of organisation: 
firstly, specialist markets and opinion-research agencies which sell their 
services to other firms, and secondly, market-research departments of manuv- 
facturing and distributing firms, advertising agencies and public corpora- 
tions. There are at present eight important organisations of the first type 
and some two or three hundred (perhaps more) of the latter. There is 
co-operation between these bodies and the universities in the study of 
methodology, particularly the techniques of sample surveys. 

The practical experience of these bodies is widely drawn on in this 
collection of articles. ‘They are mainly written by people actively concerned 
with particular exercises conducted by bodies like the Government Social 
Survey, the British Market Research Bureau, Cadbury Brothers, the Gallup 
Poll, B.B.C. Audience Research and the Oxford University Institute of 
Statistics. A most interesting detailed description by Mr. H. F. Lydall of 
the methods used in the Oxford Savings Survey is included. The funda- 
mental question of sampling methods is raised in many of the articles, but 
this is not meant to be a text-book. The problems arising in market 
research are described for the most part in terms of the particular possibilities 
afforded by British data and particular experiences obtained in analysing 
them. There is a great deal of useful information: for example, on the use 
of the Register of Electors as a sampling frame, and on the possibility of 
using the Jurors’ index as an index of the economic status of an area. The 
balance of interest. is nicely kept: on the one hand, we have Professor 
Kendall’s excellent paper on the Statistical Approach and, on the other, an 
article written by two of the research officers of the Government Social 
Survey on Interviews and Interviewing to remind us that informant errors 
may outweigh sampling errors. There is also an article on the work of a 
Coding Section in appropriate recognition that further error may result 
from the process of arranging data obtained by the interviewers in such a 
way that it can be analysed. 

Altogether, this is a most interesting and useful book in a field where the 
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potentialities are only just beginning to be explored. Anyone who is at 
all interested could hardly fail to learn a good deal from it. 

Dr. Adler’s book is designed to give those who commission market 
research just enough expertise “‘ to answer some important questions. For 
instance, what he (the executive) can expect in return for what he is going 
to spend on the survey? How much should he pay for it? Whom should 
he entrust with its execution?’’ In consequence, the volume is studiedly 
non-technical but does give the reader, particularly in the later chapters, 
a bird’s eye view of what goes on in market research, and the types of survey 
that are made: personal and group interview, mail survey, telephone survey, 
consumer panel, depth interview, observational method. He defines the 
problems which are to be solved by these means as “‘ What?’’, ““When?”’, 
“How much?”’, ‘‘ Where?” The chief interest, however, lies in the 
“Why?”’, and Dr. Adler says that ‘‘ the ordinary questionnaire ”’ is not 
sufficiently flexible to be used for researches into the motives behind people’s 
actions. ‘This gap, he says, is to be filled by ‘‘ motivation research ” based 
on the “‘ depth ”’ interview, by means of projective techniques borrowed from 
clinical psychology: word-association tests, sentence-completion tests, role 
playing and misperception, thematic apperception tests. Dr. Adler’s con- 
jecture that “‘ depth interviews and motivation research will before long take 
up the place of honour in market research ”’ is surely a particularly hazardous 
one and runs counter to his recurrent contention that market research is 
“ scientific.” 

In the course of a few brief chapters the author alerts the executive to the 
existence of major practical questions involved in sampling, questionnaire 
construction, interviewing, processing the data and writing the survey report. 
As one of the intended merits of this book is that it should be short enough 
for the busy executive to read, the first five chapters could well be abbreviated. 
They include too many sweeping and uncritical generalisations; for 
example (p. 33), on the subject of testing the efficacy of advertising copy, we 
read, “‘ Taste nowadays is fairly uniform, so that a small number of inter- 
views will suffice to determine which draft is most attractive,” or again, 
“when he (the business executive) finally calculates the percentage of his 
own sales in relation to total home consumption, then he has taken the 
decisive step from guesswork to the scientific evaluation of the market 
situation.”” It is misleading to imply that the calculation of such a per- 
centage carries, in itself, any value judgment, and it is certainly a disservice 
to the powerful process of statistical inference to claim for it more than that 
it narrows the area of uncertainty; in the words of Professor Kendall, ‘‘ we 
see things hazily not because our vision is defective but because it is so clear.” 

MARGARET HALL 
Somerville College, 
Oxford. 
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Distribution’s Place in the American Economy since 1869. By H. Barcer, 
(Princeton, New Jersey: Princeton University Press for the National 
Bureau of Economic Research, 1955 (London: Oxford University 
Press, 1956). Pp. 222. 36s.) 


Tuis volume is Number 58 in the New York National Bureau of Economic 
Research’s series dealing with Production, Employment and Productivity 
in American Industry. It is a handsome addition. Dr. Barger should be 
congratulated on the assembly of a wealth of hitherto inaccessible data on 
employment, sales, margins and the channels of trade in the American 
economy since 1869. The figures for the period before the First World 
War do, as he says (p. xi), ‘‘ represent the clearest picture of that period that 
can now be, or perhaps ever will be, assembled for the particular field to 
which they relate.”” The Appendices, which are as long as the text itself 
contain an excellent account of the sources and methods used. Dr. Barger 
adds, in the text (p. 42), that the broad outline of his results “is sharp 
enough to survive any doubts we may have as to the coverage of particular 
censuses or the methods chosen for weighting or combining indexes.” He 
has experimented within margins of error and found this to be so. 

Dr. Barger reaches three important conclusions: First, that the fraction 
of the labour force engaged in distributing commodities has shown an upward 
trend and the fraction engaged in producing commodities a downward trend, 
ever since 1869. Secondly, that output per man-hour, in both distribu. 
tion and production, has tended to rise throughout this period, but it has 
risen less rapidly in retail and wholesale trade than in agriculture, mining 
and manufacturing. Thirdly, that the distributor’s share of the retail sales 
dollar, decidedly stable since the First World War, experienced a definite 
but very slow expansion in the earlier period. 

Dr. Barger bases these conclusions on direct evidence. In Chapter 3, 
however, he makes a most interesting attempt to check some of his results by 
indirect means, and, in the course of this check, provides a useful formula 
relating labour productivity to distributive margins. In effect, he makesa 
fresh estimate of man-hours by deflating labour cost, which he obtains from 
value added, which, in turn, he derives from his study of distributive 
margins. 

The analysis starts from the concept of value added, z, which, in distribu- 
tion, he takes to mean the difference between sales and cost of goods sold, 
i.¢., the gross distributive spread or margin. (He explicitly neglects items, 
such as packaging materials, fuel and power, which are not included in value 
added.) 
nhp 
ca 


v= 


where n and h are respectively numbers engaged and hours worked, ) 
measures average hourly earnings, of self-employed as well as hired labour, 
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and r is the ratio of nhp to », i.e., of labour cost to value added (which reflects 
on the degree of capital intensity). 
He then introduces g (output) to deduce a labour productivity measure 


v— 
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Dr. Barger then thinks of each symbol as measuring the ratio of the 
quantity’s magnitude in distribution to its magnitude in production and, by 
this means, neatly draws attention to the most important idea that changes 
in distributive margins are affected by the differential changes in produc- 
tivity in the fields of distribution and production respectively. For example, 
it is often supposed that the generally higher percentage gross margins in 
American than in British retail stores indicate greater efficiency, in some 
sense, of the British; in fact, they may simply reflect the higher differential 
productivity of production over distribution in the United States as compared 
with Britain. 

Dr. Barger shows how his indirect measures support his conclusion that 
0MH has increased less quickly in commodity distribution than in produc- 
tion: the indirect method shows a differential of 1}-2%, as compared with 
24% arrived at by the direct method. He attributes the greater increase in 
production to the greater increase in capital intensity (more precisely, the 
term he uses is “‘ the share of labour in value added’) and to the greater 
technical advances, during his period, in production compared with distribu- 
tion. He says the differential movements of V and Q (both increase) offset 
each other, and P has a negligible influence. But R is large and positive. 
The capital letters denote the ratio of the relevant magnitude in distribution 
to its magnitude in production. In this way he accounts for the lesser 
increase in productivity in distribution than in production. 

Dr. Barger expresses surprise that the increase of productivity in distribu- 
tion is as great as it is when we consider the unimpressive record of technical 
innovation in the latter field. In this expression of surprise it seems as 
though he is sensing what is, in the opinion of the reviewer, a deficiency in 
his conception and measure of retail output. Dr. Barger takes sales at 
constant prices, weighted by margins, to represent distributive output. He 
recognises that in principle this is incorrect, because the output of distribu- 
tion is not merchandise but is entirely composed of intangible services. But 
we have as yet no way of measuring distributive-service output. Dr. 
Barger accordingly attempts to assess how far the amount of services required 
to sell a given volume of merchandise has changed over his period to reflect 
on the bias contained in his measure of g. Here he is at fault in considering 
distributive output in terms of a variety of frills, and a sounder approach 
would be to go, first, straight to the fundamental distributive service which 
is effecting transactions. During the period Dr. Barger is considering, the 
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average size of transaction probably rose. When more merchandise is sold 
at one time the distributor’s job is, other things being equal, made easier, 
In the light of this fact, Dr. Barger need not express surprise that distributive 
output has risen as fast as his measure suggests, because it probably has not, 
There is one further point on which Dr. Barger’s method and conclusions 
must be questioned. This is in his treatment of the influence of scale of 
operation on productivity in retail trade. On p. 50 he puts forward figures 
for the number of employees per store (a measure of size) and the sales per 
person employed (a measure of labour productivity). He deduces (p. 50) 
that ‘‘ one may doubt the influence of mere growth in size in raising pro- 
ductivity in distribution since 1869.”” But the data he instances are not 
relevant to this issue. First, the aggregation of data for all the separate 
trades, for example, trades as dissimilar as grocery and jewellery stores, 
conceals what are very discrepant tendencies as between tolerably homo- 
geneous groups. Secondly, cross-section data of this kind do not, by 
themselves, without reference to the widely various environmental differences, 
imply anything unequivocal about economics of scale. 

This book is a distinguished contribution to the history of the distribu- 
tive trades. But, in addition, it raises conceptual problems of the first 
importance which are only now being appreciated. 

MarGarRET HAL 
Somerville College, 
Oxford. 


Economics of Transport. By E. Troxer. (New York: Rinehart, 1955. 
Pp. 837. $7.00.) 


“IT is my impression,” says the author in his Preface, “ that many 
colleage teachers want a transportation text book with more emphasis on 
economic analysis and less on legal history and business procedures,” and it 
is certainly true that, in general, transport text-books have been unhelpful 
to the teacher who sets out to give a course on the economics of transport. 
This work, concentrating on the American scene, supplements but does not 
provide a substitute for the more modest books, treating of certain aspects of 
transport, which have appeared from time to time on both sides of the 
Atlantic. 

The author’s aim to write a specifically economic text-book on the 
elements of transport involves arranging the facts of transport in categories 
easily handled by accepted principles. This treatment emphasises, most 
usefully, the inter-connections between widely different forms of transport— 
an orientation which, because of the great variety of technical conditions and 
organisation in the transport industry, the student may easily lack. There 
are three main sections—allocation of resources in transport; public control; 
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and rates for goods transport and passenger travel. The approach adopted 
has the advantage, for example, that the author is able to treat roads as a 
“track” giving a service, and capable of analysis into cost and returns, 
alongside a similar treatment of railway track. 

The author’s whole treatment, however, is dominated by the view that it 
is useful to encompass the main phenomena of transport under the “‘allocative 
rule” ATR> ATC. One difficulty is that the student might well be 
excused for being unsure at the end precisely what the “‘ rule” is meant to 
convey. Mr. Troxel may be understood to assert at different times that 
transport firms do maximise profit; that they do not but should; that they 
would do so were it not for the attentions of such regulators as the Interstate 
Commerce Commission, which, rather perversely in the author’s view, pay 
too little attention to the rule. This mixture of description, prescription 
and ideal, though, not necessarily inconsistent, would undoubtedly confuse 
the novice, who gets little hint of the highly restrictive assumptions behind 
the welfare axioms presented, or that there are problems here other than the 
allocation of resources. Other principles expounded are a demonstration 
of how demands for transport are derived from demands for goods under 
pure competition and a discussion of the principles of price discrimination 
under conditions of imperfect competition. 

There are two results of the general commitment to simplicity. First, 
transport becomes a case-book to illustrate economic principles rather than 
aseries of problems which are susceptible, with due reservations and abstrac- 
tions, to analysis by a variety of economic tools. Second, the assumptions 
about behaviour of transport firms must of necessity vary from point to 
point in the analysis. For example, the author finds it convenient to analyse 
“spatial-rate discrimination ’’—the charging of lower rates for given com- 
modities per ton-mile in places having alternative railways than in places 
not having them—on the assumption that rates are fixed for the shortest 
route (pp. 681 ff.) This, as the author recognises, by-passes oligopolistic 
difficulties. Elsewhere, in order to show the importance of relative 
dlasticities of demand for transport of different commodities, the author 
stresses the railways’ concern for the effect of rate changes on railway output 
(p. 651). The urge to fit phenomena into a simple framework also at times 
impedes what would be useful as straightforward narrative; a potentially 
fascinating account of the Teamsters and other Unions is severely restricted 
by viewing their activities predominantly from the standpoint of their effect 
on the allocation of resources. All this, however, is merely to underline the 
formidable task the author has set himself. Engaging to divert the flow of 
transport text-books on to a more rewarding road, he has had to construct 
economic evidence from a mass of sources which, as workers in the area 
know, do not easily yield results. Most economists will find things of 
interest here, and will agree that the exercise was worthwhile. 

The student of transport, on the other hand, will encounter difficulties. 
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The book neglects some elementary rules of text-book writing. The student 
is not shown where to go for further enlightenment and the style is not easily 
readable. Nowhere in the 837 pages is there a select bibliography; in the 
1,127 references, unfortunately collected at the end, there is no attempt to 
distinguish the important from the unimportant, and the following is ap 
example of the style: ‘‘ an allocative conjunction of extension and contrac. 
tions amongst substitutable techniques is not a main part of public entry 
policies in the United States” (p. 398). British readers will miss analysis 
of the stirring events in transport here in the last ten years. There is stil] 
a great need for a text-book which would treat costs, prices and public 
control in British Transport since 1947, though one can not, of course, 
reproach Mr. Troxel for having decided to leave Britain largely out of the 
picture. 
MIcHAEL BEESLEY 
University of Birmingham. 


New Sources of Local Revenue. Report of a study group of the Royal Institute 
of Public Administration. (London: Allen & Unwin for the Royal 
Institute of Public Administration, 1956. Pp. 260. 25s.) 


Tus book is a valuable addition to the literature on the British taxation 
system, and the Royal Institute of Public Administration is to be con- 
gratulated on its enterprise in producing it. A study group of eight experts 
in the field of local finance (including Mr. D. N. Chester, Mrs. U. K. Hicks 
and Professor R. C. Tress) met under the chairmanship of Mr. F. A. Cock- 
field to survey the present system of financing local-government expenditure 
in the United Kingdom and to consider possible improvements in the light 
of foreign experience. The result is a main report of 130 pages together with 
a supplement of some 110 pages on “‘ The Finance of Local Government in 
Sweden,” by Messrs. Imrie and Murphy. Although the latter is much more 
specialised and of less interest to the general reader, there is nevertheless a 
good deal of useful and not otherwise easily accessible material in it. 

The main report outlines the present position and historical development 
of local-authority finances in the United Kingdom. An extremely useful 
comparative survey of local taxation overseas leads to the discussion of 
possible methods of modifying or improving the existing rating system by 
such devices as the abolition of de-rating and site-value rating. A chapteron 
fees, rents and the like (how many people know of the existence of a municipal 
wash-house in Manchester or an oyster fishery in Colchester?) leads us to 
the red meat of the report, a chapter on the introduction of a local income 
tax into the United Kingdom. Although other possible means of bolstering 
local-authority revenues by, for example, entertainment and motor-vehicle 
taxes, receive qualified support in subsequent chapters, in the end the main 
emphasis is on the local income tax. 
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Although the case is made out carefully and the whole issue discussed 
much more thoroughly than in any other publication since the 1912 Depart- 
mental Committee on Local Taxation, it cannot be said that the conclusion is very 
convincing. One has a nasty feeling that the administrative complications 
and duplications of any such system are underestimated. Indeed, in this 
respect the supplemental report on the Swedish system seems to be more 
hesitant than the main report. But more fundamentally, the implications of 
any such change of system are not followed through as fully as they might be. 
It is most probably desirable to reduce the average dependence of United 
Kingdom local authorities on Central Government grants. But if this were 
achieved by a reform which heightened the contrast between rich and poor 
authorities, as a local income tax might very well be expected to do, the 
preservation of a reasonable degree of uniformity in local standards and 
amenities would require a more discriminatory and redistributive central- 
grant system than at present. Although the study group recognises this 
problem (p. 129), it gives it far too little attention. 

Other criticisms might also be levelled at the main report. One cannot 
help feeling that assigned revenues are dismissed a little too summarily. 
It is by no means clear that their contribution to the greater independence 
of local authorities need be as small as is implied. There are also some 
occasional lapses from the generally high standard of argument. The 
assumption (pp. 31-4) that 1938 data on the incidence of rates among 
different income groups are very relevant to-day needs a capacious throat to 
swallow it. Nor should readers readily accept the bald statement on p. 84: 
“The rates are generally agreed to be regressive, and a local income tax, 
however simple, is at least proportional to income and must represent an 
improvement in incidence.’’ Even though the principal objective of the 
report is to produce clear-cut policy recommendations, there really is no 
excuse for begging so many analytical questions in so few words. 

As an up-to-date description of the United Kingdom system of local 
revenue and the possible modifications to it, the report is quite excellent. 
But a little caution must be exercised before accepting the policy recom- 
mendations too quickly. 

A. R. PREst 
Christ’s College, 
Cambridge. 


The Making of an Administrator. Edited by A. Dunsrre. (Manchester: 
Manchester University Press for the Royal Institute of Public Administra- 
tion, 1956. Pp. 125. 10s. 6d.) 


ExeTER University and the South Western Regional Group of the Royal 


Institute of Public Administration rendered a most valuable service in 
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organising the Winter Lectures in 1954, which form the basis of this book, 
and in calling upon the distinguished speakers, Sir Edward Bridges, Mr, 
D. K. Clarke, Lt.-Col. Urwick, Sir Harold Banwell and Sir Henry Self they 
ensured that a high level of experience in their own particular fields should 
be available in the papers. But an even greater service is rendered in the 
publication of this series of lectures by the editor, who, in the summation of 
the talks entitled “‘ Comment,” which occupies a quarter of the book, 
analyses and clarifies the points which have been made and draws the morals, 
Indeed it would not be too much to say that without this section, the student 
of administration, as it is practised in the Civil Service and in public ad. 
ministration, might have been led into grave error as to the soundness or 
otherwise of many practices. 

It is a pity that the book is mainly concerned with those particular 
branches of administration, and the speakers confined to it, because “ it is 
recognised that today Civil Service heads are but a small fraction of those 
calling themselves administrators; in industry, public or private, in com- 
merce, local government, education, and indeed in any organisation to 
which the epithet ‘large scale’ can be applied, there will be found jobs 
labelled ‘ administrative ’ their holders recognising themselves as belonging 
to a fraternity in spite of the diversity of activities that form their administer- 
ing, and in spite of differences in terminology.” It is mainly left to Colonel 
Urwick to speak of the great amount of fundamental thinking which is 
taking place throughout the world, and the progress of teaching it. Al- 
though great progress is being made in all spheres in the teaching of ad- 
ministration principles, it is in industry that the research in these principles 
has taken place, rather than in public administration. 

The views of the speakers range from such a fundamental approach 
down to pure scepticism about it—“ pick it up on the job.” My own ex- 
perience, at any rate, shows that in general the degree of efficiency of 
administration in the various spheres represented follows just that same 
gradation; at any rate, the leaders and the “ tail enders”’ coincide with 
those who are most prepared for fundamental thinking and with those 
who are least prepared to attempt it. 

It was Disraeli who defined “ practical men ” as those who practise the 
mistakes of their forefathers, and Mr. Dunsire quotes from a conference on 
the training of managers in the cotton industry: ‘‘ Somebody else said that 
as the individual progresses upwards in his career in industry he has to 
learn; either he ‘learns from the best or he learns from Buggins.’” Sir 
Edward Bridges and Sir James Grigg, who are mentioned, did, such was 
their good fortune, have the best as their particular Bugginses; but how 
many are so fortunate? And if our Civil Service, rightly proud of its 
traditional achievements, accomplished them by skimming off the best 
educated members of our community, are they certain to be able to continue 
in that position when industry has now awakened to the value of that parti- 
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cular source of recruitment, and is attracting it by methods and rewards 
which public authority cannot equal? 

The lectures provided a valuable analytical examination of what is 
meant by administration. Each of the lecturers has put forward a theme 
or thesis of his own, and although there is obviously no exact answer, all 
agree about many things which it does not mean. Only Colonel Urwick 
demonstrates that it is there as a body of knowledge on the subject, which is 
teachable, and indeed brings the note of urgency into the matter. 

I cannot sum up better than the editor does himself: “It is accepted 
that no amount of training, however carefully and elaborately devised, can 
instil the spark of artistic genius that good administrators seem to be born 
with. Nevertheless, there is a great deal that can be done to produce a 
satisfactory level of competence in the young administrator in a reasonably 
short time by making available the findings of previous practitioners... . 
Today’s methods will no doubt seem crude enough to the observer a century 
from now.” We have only to think of the need to administer the electronic 
brains of the future, and the human beings who instruct them and interpret 
their findings, to realise that we have to move much faster in our thinking 
than some of the lecturers are inclined to consider necessary. 


Joun Ryan 
London. 


Mercantilism. By E. F. Hecxscuer. Revised edition edited by E. F. 
SépERLUND. Authorised translation by M. SHaprro. In two volumes. 
(London: Allen & Unwin (New York: The Macmillan Company), 
1956. Vol. I, pp. 474; Vol. II, pp. 423. 65s. the set.) 


PROFESSOR HECKSCHER’S great work appeared in Swedish in 1931, Mendel 
Shapiro’s excellent English translation came in 1935, and the two volumes 
have been a standard work ever since. Before he died in 1952, Heckscher 
worked on some revisions for a second edition, for the first was by then out 
of print. He died before the work could appear, and Professor Séderlund 
has arranged for the revisions to be translated and for this new English 
edition. ‘To save expense, the text has not been reset, most of the changes 
are minor and appear grouped together at the end of each volume. Two 
changes, however, are important. One concerns his treatment of the aims 
of Mercantilist policy and the other is a completely new final chapter 
attacking Keynes’ views on Mercantilism. 

In his first edition Heckscher argued that the prime aim of mercantilism 
was national power. Wealth was sought too, but almost entirely as a means 
to power. In the nineteenth century these objectives were reversed. 
Wealth was the main goal, and power important only as a means to wealth. 
Jacob Viner strongly attacked this thesis: the twin objectives of power and 
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opulence were always present, and there is no evidence of a substantial 
difference of aim between the seventeenth and the nineteenth centuries, 
Heckscher accepted some of this criticism as early as 1936 in a “‘ Revision” 
article, and now he has incorporated this in the text of his work. But he 
only goes part of the way to meet Viner. The two objectives of power and 
wealth were always present and were usually compatible, but he still believes 
that the weight given to each shifts markedly away from the first and towards 
the second as Mercantilism gives way to laissez-faire. 

The second major change is the new final chapter on “ Keynes and 
Mercantilism.”” It is a many-pronged attack on Keynes’ dictum that 
throughout history the chronic problem has always been unemployment. 
Chapter 23 of the General Theory used Heckscher’s work to show how mercan- 
tilist writers were much sounder economists than the classical school which 
followed. Contemporary writers were cited to show that mercantilists were 
worried by unemployment, low prices and a “ glut of goods.”” ‘Their pre- 
occupation with a gold inflow arose from an intelligent appreciation of the 
problem and the most practical way of solving it. They knew that the 
power of their government to undertake investment was small and that the 
most it could do was to encourage a positive balance of payments. The 
surplus of exports would take goods off the market and help keep up prices, 
The inflow of gold would boost the money supply, lower the rate of interest, 
stimulate investment and reduce unemployment; Keynes’ own summary is 


(p. 347): 


** It is impossible to study the notions to which mercantilists were led 
by their actual experience, without perceiving that there has been a 
chronic tendency throughout human history for the propensity to save 
to be stronger than the inducement to invest. The weakness of the 
inducement to invest has been at all times the key to the economic 
problem.” 


Heckscher clearly disliked having his work used for what he regarded as 
mistaken generalisations, and he attacked root and branch. Keynes’ choice 
of authorities was selective and his belief in their sagacity unjustified. They 
did not argue from experience; their factual knowledge was rudimentary, 
their use of what statistics existed was often outrageous, and they were as 
given to a priori argument as any of the later Classical School. Next Keynes 
was wrong in believing that they were pre-occupied with unemployment, 
certainly unemployment of the 1930s type. In general, the period of 
Mercantilism was a period of sharp inflation, rising prices in the sixteenth 
century, fairly stable in the seventeenth and rising again in the eighteenth. 
Unemployment there often was, but mostly from agricultural dislocation 
caused by poor harvests or frictional unemployment in manufactures arising 
from interruptions in trade (wars, government interference, sharp changes in 
markets). Unemployment caused by a fall in fixed investment was almost 
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unknown. This can be labelled almost as a twentieth-century phenomenon, 
it is not historically a “‘ chronic’ condition, and above all ends Heckscher 
“has nothing to do with the history of mercantilism.” 

Heckscher hits hard and is less than fair to Keynes’ Chapter 23, which 
does allow that inflation has been the historical norm (p. 340 n.) and that 
investment in previous centuries was mainly checked by risks and hazards, 
and not as to-day by the extent of fixed investment. In a very simple sense, 
too, Keynes is surely right in saying that with more investment and less 
fluctuations growth would have been greater and “‘ the economic problem ” 
less. But when every defence is made most historians will feel sympathy 
with Heckscher in his dislike of “‘ chronic tendencies throughout human 
history”? and Keynes’ allotting to past centuries modern problems and 
Keynesian theories. 

K. E. Berritit 
St. Catharine’s College, 
Cambridge. 








NOTES AND MEMORANDA 


MARSHALL AND THE WAGES-WEALTH PARADOX 


By 1895 A. L. Bowley had polished his Adam Smith Prize Essay into a 
classic paper entitled ‘‘ Changes in Wages between 1860 and 1891.” This 
he read before the Royal Statistical Society, making himself the first great 
pride of Marshall’s “‘ Cambridge Stables.”’ His figures seemed to show that 
the national income had risen dramatically; so, too, had wages, but con- 
siderably less than proportionately. As the product got bigger, labour was 
in general better off, but enjoyed a diminishing share. 

This provoked Marshall, in his contribution to the discussion, to consider 
the problems of growth and distribution. His starting point was the 
incentive necessary for the provision and application of capital. If this were 
rendered less effective, then the total national income would fall. Wage- 
earners would gain in “‘ equity,” for their share of the reduced output would 
be greater than before. But average wages, given a constant labour force, 
would be lower. For capital, the reverse would be true. A smaller total 
share would accrue, but each individual unit of capital would enjoy higher 
remuneration. Thus, for growth to proceed, the share of the product 
going to capital must rise more than proportionately, and the workers must 
be content to gain as individuals, eschewing attempts to gain a higher share 
as a class. The opposition was asserted between aggregate equity and 
rising real wages. 

These remarks were made, perhaps extempore, in a public discussion. 
They are necessarily contracted. But they are most revealing. They 
landed Marshall in the midst of two sets of difficulties. There was the 
social problem: what were the implications of this kind of scheme as far 
as labour was concerned? Secondly, there was the theoretical difficulty: 
Marshall had moved at a bound from micro- to macro-economics. 

Marshall had sought, in effect, in his Principles, published five years 
earlier, to avoid the kind of problem here raised. He had made his main 
approach atomistic; he had sought to get away from aggregate distribution, 
with its inevitable tendency to set falsely homogeneous groups against one 
another. For this is inevitable once distributive aggregates are made. Even 
if the relative share of the majority group is rising, it is still true: a fortion 
in the kind of situation shown by Bowley’s figures. The utilitarians of neo- 
classical economics had escaped from natural-right claims by the marginal- 
productivity approach. By arguing as he now did, Marshall was in danger 
of saying that though natural right might say one thing, namely that the 
worker was entitled to the product of his labour, natural law said another. 
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David Chadwick, in the discussion, seems to have perceived this danger. 
He said that Bowley should have confined himself to particular groups of 
workers. Marshall himself had refuted those “‘ utopians ’’ who had argued 
that a fixed or even smaller national income would, if properly distributed, 
suffice for all the reasonable needs of man. Marshall was in a dilemma: 
it would be obscurantism and disloyalty to reject the approach of his pupil. 
Though Bowley himself seems to have been mainly preoccupied with the 
technical adequacy of his figures, statistics, that “‘ neutral” science, had 
resurrected the equity question in its most naked form. In doing so it 
impelled the generous Marshall to leave his painfully built microcosmic 
defences and join Ricardo, Marx and Henry George in the dangerous game 
of aggregate distribution schemes. 

The labour theory of value, which claims the whole product for the 
worker, has two aspects: it has implications for the worker/employer 
dichotomy; no less it is relevant to the relationship between groups of 
workers. If contribution to the product is the proper basis of sharing, then 
the skilled worker is entitled to a larger share than the unskilled—the labour 
theory in this aspect leads to wage differentials. In its palmy days the Junta 
could have invoked this argument. But tactically it was becoming necessary 
for labour to offer a common front: if the aggregate share of labour was to 
be increased, homogeneity of interest must be assumed, and common action 
followed. This was in fact what was happening when Bowley presented his 
paper. Labour solidarity was making progress in the direction of breaking 
the relationship between individual effort and reward, in order to make itself 
more effective between labour as a whole and capital. This was what the 
prophets of gloom, like Robert Lowe, had foretold. This was what sym- 
pathetic men who had accepted the coming of the unions in individual 
trades had scarcely foreseen. 

Marshall, in the Principles, had deliberately omitted to develop a distribu- 
tive scheme on classical lines. Bowley’s approach pressed him into doing 
so, with startling results. For the aggregate wage picture as thus presented 
stripped away the reasoning of equal wages at the margin and left revealed 
the size and trend of the intra-marginal surplus accruing to non-wage- 
earners. No less important, it shifted the centre of emulation from within 
the workers’ community, and focused it upon the employee/capitalist nexus. 
This was a double loss—productive emulation would decline, and the 
capital share would be attacked. 

The more purely theoretical implications give rise to even greater 
difficulties. 

How did Marshall arrive at the conclusion that in order that labour 
might raise its wages it must generate a cumulatively greater capital share? 
It was, of course, the law of diminishing returns that underlay the theory. 
This classic construction, useful when applied to variations of the ratio of 
factors in specific acts of production, was extended to embrace the com- 
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prehensive categories of labour as applied to capital. (Adam Smith had 
done more or less the same.) The upshot was that labour, in order to keep 
its marginal net productivity rising, was obliged to see to it that capital not 
merely kept abreast of the labour supply, but ran ahead of it. Only so 
could labour be continuously more effective. In this way an essentially 
static and micro concept was made the basis of a dynamic theory of produc- 
tion and distribution. 

Marshall had done his formative thinking during the latter phase of the 
wages-fund debate. He believed that much progress had been made since 
the early nineteenth century by economists in understanding the wages 
problem. The subsistence theory he repudiated, and involved himself in 
attack in consequence. The workers could, and did, respond to higher 
wages. Redistribution might well produce a better labour force, and 
consequently a higher product. But always, as with John Stuart Mill, 
who reasoned similarly, capital was crucial: any dimunition in its supply 
as governed by the free market would lower wages. Hence Marshall, like 
Mill, halted between what appeared to be two mutually exclusive courses: 
should the product be raised by capital provision, or by improved labour? 
Marginalism, which disposed of such problems in particular cases, was 
placed in abeyance by the aggregate approach. 

It is curious that Marshall does not seem to have pressed his thinking 
further. What conditions would determine the net benefit of a redistribu- 
tive programme, relating the workers’ productivity gain to the capital 
deficiency loss? ‘The choice of desirability would seem to depend upon two 
elements. First, there was the question of technological potential. With- 
out some assumption on this matter there is no way of saying whether the 
product would be larger with more equipment or with better men. Mar- 
shall’s view, as provoked by Bowley’s figures, made him by implication a 
technological optimist, for he comes down on the side of capital accumula- 
tion. Secondly, there was the question of improvement potential among 
the workers. Granted they could benefit by higher wages, how much 
higher should they go? For Marshall had had a good deal to say about 
the diminishing utility of income. It was his opinion that “ human nature 
is not far enough improved away from its primitive barbarity ’’ to make 
rapid redistribution safe from the point of view of its effect on character. 
In fact, it would appear that Marshall would not redistribute. He would 
rely upon the improved absolute standard of living generated by the upward 
trend to see to it that the benefits of a better labour force were made available, 
and leave the rising capital share to fructify the continuously improving 
labour. 

It was in the classic tradition to set up an economic universe and allow 
it to run its course under fixed assumptions. This Ricardo was perhaps 
entitled to do, for his system moved toward a position of rest—the stationary 
state, in which the renovating role of capital was brought to a halt. But 
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Marshall was arguing in terms of cumulative expansion, which seems to 
imply continuously accelerating innovation. Under such conditions his 
starting assumptions regulating the relationships between factors must 
become increasingly unreal. No one knew this better than Marshall. 
Yet, confronted by what appeared to be the real distributive picture over 
time, he tried to take wings into the dynamic upper air, using elements 
appropriate to a humbler medium, loosely held together by unsound 
implications. 

It is somewhat surprising that the results of Bowley’s calculations, which 
Marshall in the main accepted, did not give him pause. For the picture 
was so striking as almost to suggest a reductio ad absurdum of Marshall’s 
approach. It was all very well to believe with Say that supply created its 
own demand, but was there no limit to the redistribution toward capital 
that could thus take place? It was the more extraordinary that Marshall 
should hold this view, with the great depression, with its notorious failure of 
return to capital, an immediate and frightening memory. Foxwell and 
Wicksteed had been much disturbed about this nine years earlier. It had 
prompted them to confront an irate Institute of Bankers with the question: 


“What would be the effect of an industrial and an economical 
society in which, as may conceivably be the case, the number of persons 
who have provided for future emergencies and wish to defer consump- 
tion, may be so great as not to find instant correspondents who desire 
to take it, because the amount a man may take up and profitably use 
is limited? ”” 


Keynes, starting from an aggregate approach, has been accused of losing 
sight of the individual and the specific—of blanketing much diversity with 
his general propensities. Marshall did the reverse—he started on the 
atomistic plane, and indeed remained at the level of particular equilibrium 
analysis most of the time; but his excursion into aggregates involved him in 
illegitimate simplification. Yet, if Bowley was right, the system had worked 
todate: the product had risen and the worker had become better off. But 
this is not a sufficient justification, for who is to say whether the increase in 
unearned incomes was not more than adequate provision for capital? For 
there were certainly many in England who believed that it was so, and they 
declined to be silenced by the application to the national aggregates of a 
static and partial equilibrium argument. 

S. G. CHECKLAND 
The University of Glasgow. 
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PRODUCTIVITY IN TWO DOMINIONS: A REPLY TO A 
REJOINDER 


In his rejoinder! to my earlier note,2 Mr. Lerdau is kind enough to 
accept most of my criticism of his methodology, and even chides me for 
omitting to criticise errors in his conclusions. However, he still upholds his 
one objection to my original article and suggests that I would have done 
better to adjust my estimates of Canadian national product to exclude the 
effects of changing terms of trade before using them as the numerator ina 
productivity index. As I explained earlier, I ignored the terms of trade in 
my analysis, not for theoretical reasons,* but simply because they had no 
significant influence in Canada in the period under review. I suggested 
that different techniques were appropriate for New Zealand, where the 
terms of trade have fluctuated violently and where foreign trade was more 
important than in Canada. Mr. Lerdau challenges my statement of the 
facts and claims both that the Canadian terms of trade changed much more 
than I suggest and that there was no significant difference in the relative 
importance of foreign trade in Canada and New Zealand. 

There are, of course, several concepts of the terms of trade. When! 
stated that the Canadian terms of trade did not change between 1931 and 
1941, I was referring to the relationship between the price of goods and 
services imported, which rose by 22%, and the price of goods and services 
exported, which rose by 22-6%.4 When Mr. Lerdau asserts that they did 
change, he is referring only to merchandise trade, and excludes trade in 
services. Mr. Lerdau’s concept is too narrow for the purpose of assessing 
the impact of the terms of trade on Gross National Product, for the size of 
the G.N.P. is affected by transactions with foreigners in services such a 
tourism, insurance, shipping, just as much as by merchandise trade. Mr. 
Lerdau’s narrower concept of the terms of trade is, of course, appropriate 
in the context of his concept of G.N.O. (i.e., G.N.P. excluding all trade in 
services), but he is perhaps forgetting that I used G.N.P. as my measure of 

1 E. Lerdau “‘ Productivity in Two Dominions: A Rejoinder,”” Economic JourNAL, September 
1956. 

3 “* Economic Growth in Two Dominions,” Economic JouRNAL, December 1955. 

® On theoretical grounds I agreed with Mr. Lerdau that changes in real income arising from 
changes in the terms of trade should not be construed as productivity gains. However, I do not 
think the case for excluding such changes is quite as clear cut for the long run as it is for the year-to- 
year movements with which he deals. Short-run movements, such as those caused by the Korean 
wool boom, have an obviously accidental effect on real income, but long-run changes in the structure 
of the economy, ¢.g., from less to more productive sectors, are not accidental or extraneous to the 
concept of a national productivity, and these long-run structural changes often affect the external 
terms of trade as well as the terms of trade between different sectors of the economy. In practice, 
it is, of course, impossible to separate the accidental short-run factors from longer-term factos 
which may be at work. 

« The figures cited were calculated for the purpose of deflating the official Canadian national 
accounts estimates, cf. National Accounts, Income and Expenditure, 1926-1950, D.B.S. Ottawa, 1952, 
p. 28, 








er Ss ltl Oe Sl ll hltC CO 


o., 


Pp a. 


— 








‘ate 
e in 
eof 
mber 


O not 
ar-to- 


cture 
0 the 
ctice, 
actors 


1952, 











1957] THE SAVING POTENTIAL OF DISGUISED UNEMPLOYMENT 335 
output. Although I find G.N.P. a clearer and more useful concept than 
his “ G.N.O.,” this particular difference in method was not a point of 
explicit disagreement between us, and the argument here is simply about the 
correction which I might have made for the terms of trade in my original 
article. 

Mr. Lerdau states that foreign trade was of about the same importance 
in Canada and New Zealand, and shows that in 1939 and 1946 exports 
amounted to about a quarter of G.N.P. in both countries. However, he 
illustrated his point about the terms of trade in his original article by refer- 
ring to 1950, and in that boom year exports amounted to about half of 
G.N.P. in New Zealand. I therefore remain convinced that Mr. Lerdau’s 
problem was different from mine and that he is wrong in suggesting that I 
would have gained anything by taking his advice. I also disagree with him 
when he says that my arguments on this point were redundant. They 
might have been if I had been deploying them as a defence of my method, 
but they are not redundant when they are taken simply as an explanation of 
the degree to which his problem was different from mine. 


A. MAppIson 
Paris. 


THE SAVING POTENTIAL OF DISGUISED 
UNEMPLOYMENT 


Tuis note attempts to analyse some of the assumptions and limitations of 
the proposition advanced by Professor Ragnar Nurkse ! that “‘ the state of 
disguised unemployment implies to some extent a disguised saving potential 
as well.” The reasoning underlying the proposition is briefly as follows. 
The saving potential is the difference between the output and the consump- 
tion of the productive labour on land which, under conditions of disguised 
unemployment, is offset by the unproductive consumption of the surplus 
labour. This could be converted into effective saving by transferring the 
surplus labour to alternative occupations and utilising the resultant food 
surplus to feed the transferred labour in its new occupation, provided that 
the marginal propensity to consume of both the retained and transferred 
labour remains constant. 

Some of the limitations on the effective mobilisation of the saving 
potential of disguised unemployment are no doubt recognised by Professor 
Nurkse, such as the possibility of leakages in the subsistence fund through 
increased consumption by the retained and/or the transferred labour and 
through costs of transport of food to the place of work of transferred labour. 
He also makes the important qualification that 


“the formation of capital through the use of surplus labour is self- 
financing only if the mobilisation of the concealed saving potential is 
1 Problems of Capital Formation in Under-developed Countries, p. 37. 
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100 per cent successful. If it is less than completely successful the 
scheme seems to break down; the amount of saving, or in real terms the 
subsistence fund available to support the workers engaged on real 
capital accumulation proves insufficient. . . . It seems to be a question 
of all or nothing. Either the whole of the food surplus that becomes 
available on the land through the withdrawal of the surplus labourers is 
mopped up to feed them in their new occupations, or nothing can be 
done at all.”’? 


This in itself is an important factor limiting the practical significance of 
the proposition. But there are other important limitations arising from the 
nature of the saving potential and its real magnitude and the additional 
costs of mobilising it. 

Firstly, the real magnitude of the saving potential is much smaller than it 
appears to be if elements which do not constitute genuine saving are excluded 
from it. The size of the savings fund embodied in disguised unemploymentis 
inflated partly because of abstraction from the implications of the existence 
of large-scale indebtedness which is a common feature of agriculture in 
underdeveloped areas. To the extent that the food consumption of surplus 
labour, and often enough that of productive labour, is financed by borrowing, 
there is no saving potential in the strict sense. That the magnitude of un- 
productive borrowing by cultivators is considerable is amply borne out by 
available data ? for at least some underdeveloped countries. Thus this part 
of the saving potential of disguised unemployment is not genuine saving. 

The magnitude of the saving potential also appears to be larger than what 
it is partly on account of “‘ economies of joint consumption ”’ in the family 
farm arising from the common use of accommodation and household goods. 
Thus this constituent of the saving potential exists merely because of the 
** joint household,” which is an institutional feature of disguised unemploy- 
ment and would naturally disappear with the transfer of labour; and the 
other part, which is sustained by borrowing, is not genuine saving. 

Secondly, the proposition is valid only in real physical terms and on the 
assumption that the supply of food produced by the retained labour does not 
decline in response to price changes. This, no doubt, to a limited extent 
approximates the conditions in the non-monetised subsistence sector of an 
underdeveloped economy. But it may not necessarily hold good when the 
effects of price variation on production of food are considered. 

The influence of price changes on food output may be illustrated with 
reference to the alternative uses of food produce, namely, customary pay- 


1 Problems of Capital Formation in Under-developed Countries, pp. 39-40. 

® According to the Report of the Ail-India Rural Credit Survey, “‘ considering for instance, the 
proportion to total borrowings of borrowing for ‘ family expenditure’ most of which is generally 
considered non-productive, we find the percentage to be quite considerable being about 47 per cent 
for the average cultivator. Even for the big and large cultivators, it is as high as 37 per cent and 41 
per cent respectively; the proportion of such borrowing is still higher for the medium cultivator 
(about 49 per cent) and highest of all for the small cultivator (about 60 per cent) ” (Vol. II, p. 338). 
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ments in kind, which are usually in the nature of fixed costs, seed for the next 
season, consumption on the farm and sale in the market. It is obvious that 
the last three decisions are interdependent among themselves and are 
together influenced by current and expected prices. And since “ saving 
potential *” in the sense in which it is used by Professor Nurkse refers to the 
food consumption of unproductive labour, on the farm, it is not an inde- 
pendent variable, but depends upon the marketable surplus and also pro- 
vision for seed and through them on the level of prices. The interdependence 
of the saving potential and the price level renders it an unstable quantity, 
and consequently the assumption of an invariant saving potential in the 
form of a constant supply of food is not valid. Since food output is partly 
consumed by food producers, their reserve demand has to be taken into 
account. Any constellation of prices which results in a reduction of the 
supply of food would mean a reduction of the saving potential, as would 
happen if the productive labour which stays back on land has a “ backward- 
sing ’’ supply schedule, in which case the savings fund may be wiped out 
before mobilisation. It is, of course, not suggested that the backward- 
ising supply schedule is typical of producers’ reactions in underdeveloped 
areas. Even if it were, the schedule would have this shape only for a part of 
its length and the mobilisation of the saving potential of disguised unemploy- 
ment could conceivably be completed before the point where the supply 
shedule become backward-rising. But income effects of price changes on 
the supply of food are particularly relevant wherever the family farm is the 
predominant unit of production, as is generally the case under conditions of 
disguised unemployment. These income effects might so operate as to 
produce a backward-rising supply curve. Professor Nurkse’s analysis 
implicitly assumes that variations in price data are of no significance for 
fod production. ‘This follows from the static character of his model, but 
# he interprets the subsistence-fund “‘ as a flow rather than a stock,” } 
acertain dynamic element is introduced into the model in so far as the 
“flow” is not constant and may vary under the influence of current and 
expected prices. Consequently, it would be difficult to isolate the saving 
potential from the effects of price fluctuations. 

In addition to the limitations arising from the instability of the saving 
potential and the existence of certain constituents which are not gennine 
savings, there are others arising from the fact that the costs of mobilising the 
savings potential, even if it is assumed to be stable, would be probably 
greater than its real magnitude. According to Professor Nurkse, the leakage 
inthe subsistence fund through costs of transport of food “‘ can be reduced by 
«attering the projects in rural areas, but in practice it can probably never be 
entirely suppressed.” 2 There are, however, distinct limits to decentralisa- 
ton of those types of capital projects whose location is determined primarily 


1 Problems of Capital Formation in Under-developed Countries, footnote on p. 44. 
2 Ibid., p. 39. 
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by technical considerations. The mobilisation of the savings potential at 
relatively low costs may, however, be made possible through development of 
cottage industries and such other occupations which do not create costs of 
transfer and housing of surplus farm labour and which involve minimum 
possible use of additional complementary resources. This line of approach 
constitutes an important part of the economic case for cottage industries 
under conditions of disguised unemployment. 

Thus the saving potential of disguised unemployment— in itself somewhat 
exaggerated by the economies of joint consumption—is largely a conceptual 
magnitude which could be said to exist only under the highly restrictive 
assumptions of constant population, constant marginal propensity to 
consume of the retained and transferred farm labour, abstraction from the 
income effects of price changes on food production, and from the implica- 
tions of large-scale agricultural indebtedness. Furthermore, in practice the 
costs of mobilising the saving potential of disguised unemployment, to the 
extent that it exists, would probably be greater than the magnitude of such 
saving. 

Professor Nurkse’s analysis is theoretically significant in so far as it points 
to the existence ‘‘ of a relationship between consumption and investment, 
which stands midway between the classical and Keynesian approach,” ! 
namely, the possibility of increasing capital formation without reducing 
current levels of consumption. But even this relationship is subject to 


several limitations, as shown in the present note, which have not been | 


brought out by Professor Nurkse’s analysis. There is also the important 
consideration that it would be unrealistic, even if it were practicable, to 
posit plans of economic development on the basis of current levels of con- 
sumption in underdeveloped countries, when these levels are recognised to be 


both low and even declining. 
A. G. CHANDAVARKAR 


Bombay. 


THE UNITED STATES RECESSION OF 1953/54: 
A COMMENT 


In contrasting the international repercussions of the United States 
recessions of 1949 and 1954, in his article in the Economic Journat for 
December 1955, Mr. Balogh states that 


“ The fact that U.S. military expenditures in Europe were low and 
falling in 1949, while they were large and rising up to 1954, must have 
played an important role: the proportion of the balance which is 
sensitive to ‘ commercial changes’ has decreased sharply.” 


1 Problems of Capital Formation in Under-developed Countries, p. 38. 
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Actually, if allowance were made for strategic stockpiling the statement 
about falling expenditure in 1949 would require qualification.1 Even if 
we ignore this, however, Mr. Balogh’s statement about the proportion of the 
dollar balance that is sensitive to commercial changes seems incorrect, or 
at least misleading: as may be seen from the data in the accompanying 
table, “‘ commercial ” imports rose from about 56% of the total supply of 
dollars to the rest of the world in 1948 to roughly 68% in 1953. In other 
words, the world supply of dollars—and hence the overall dollar balance— 
was more recession-sensitive in 1953 than in 1948, not less, as Mr. Balogh 
seems to imply. 

Mr. Balogh argues further that the military expenditure and aid policy 
of the United States Government “‘ happened to achieve the anti-cyclical 
effect which was (quite unjustifiably) hoped from the establishment of the 
various international institutions.”’ In fact, however, the data ? show that 
the rise in oversea military expenditure from $2,266 million in the year 
ending June 1953 to $2,649 million in the following year was almost exactly 
offset by a fall in governmental foreign economic grants and credits from 
$2,039 million to $1,669 million.® 

If the United States recession of 1954 had less serious repercussions in the 
rest of the world than that of 1949, we must look beyond the disbursements of 
the United States Government for the reason. 

S. DELL 
New York. 


Ratio of Commercial Imports to the Total Supply of Dollars by the United States 
(In millions of United States dollars) 








1948, 1953. 

Total imports of goods and services : : : . ‘ 10,295 16,467 
Military expenditures ‘ . : ; : : 799 2,512 
Imports for the Stockpile *. : : ° ; : F 160 733 
“Commercial” imports . ; ; 9,336 13,222 
Government economic aid and net long-term credits . é ; 5,006 2,060 
Private remittances and net long-term capital outflow ; , 1,469 1,013 
Total supply of dollars . : : 16,770 19,540 
Percentage ratio of ‘‘ commercial ” imports to dollar supply 56 68 











j Source: Supplement to the Survey of Current Business, July 1954, and Survey of Current Business, 
une 1955. 

* Assumed equal to stockpiling expenditures. While imports for the stockpile may in fact 
differ substantially from stockpiling expenditures, the difference is not likely to be large in relation 
to the total of ‘“‘ commercial ”’ imports. 





1 United States stockpiling expenditures rose from $160 million in 1948 to $459 million in 1949, 
while other military expenditures overseas declined only from $799 million to $621 million. 

* Sources as for the accompanying table. 

* If, instead, we compare the calendar years 1953 and 1954, the fall in grants and credits much 
more than offsets :: very modest rise in military expenditures. 
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THE UNITED STATES RECESSION OF 1953/54: 
A REPLY 


I am somewhat baffled by Mr. S. Dell’s comment on my article on the 
contrast in the international repercussions of the United States recessions 
of 1949 and of 1954. The whole point of my article was to show that! 
“United States imports at under-employment levels are not sensitive to 
prices either upward or downward.” 

Mr. Dell quotes one of the many factors analysed out of context and 
implies that I wished to attribute the whole change in the international 
reaction of the United States to a fall in production, to changes in United 
States military expenditure. This certainly was not my intention.? I did 
look “‘ beyond the disbursements of the United States Government for the 
reason ” for the remarkable difference in the pattern of the development of 
the balance of payments of the United States between 1949 and 1954, 
Indeed, Mr. Dell’s statistics, if they are correct, and if they bear his inter- 
pretation, not only do not weaken but strongly support my case. They 
support my contention that devaluation (or depreciation), far from being 
a smooth and effortless method of basic adjustment, might well add to the 
difficulties of a country because of the repercussions of rumours (and the 
consequent anticipation effects) on the balance of payments, while visible 
trade is rather insensitive to price changes. 

It should be added, however, that Mr. Dell’s calculation of the non- 
economic (stock-piling) imports is wholly illegitimate. We do not know 
how much of the stock-piling expenditure represented imports, nor when 
those imports actually took place. As some of the stock-piling contracts 
were made directly with producers, payments and deliveries may have 
differed considerably. In the case of purchases in “ free ” markets the date 
of import and of effective payment also can be widely spaced in time. 
And while Mr. Dell’s remark (Table, Note (a)) that the “ difference 
[between imports for the stock-pile and the stock-piling expenditure] is 
not likely to be large in relation to the total of ‘ commercial ’ imports ” is 


1 “* Some Theoretical Implications of the International Aspects of the United States Recession 
1953/4,” Economic JouRNAL, December 1955. Conclusions, p. 653. 

2 I plead guilty, however, of having stated without making clear that my reference was to the 
balance of trade (and not to the balance of payments) (and having made a wrong statement on 
p. 646—not quoted by Mr. Dell) that “‘ the proportion of the balance which is sensitive to 
* commercial changes’ has decreased sharply.” The proportion of the balance of trade including 
military expenditure did decrease sharply from 93% at the end of 1949 to 79% at the end of 1953. 
The increasing difficulties of the statistical measurement of the U.S. balance of payments and the 
supply of dollars are underlined by Mr. W. Lederer’s article “‘ Major Developments Affecting the 
U.S. Balance of International Payments” (The Review of Economics and Statistics, May 1956, 
p. 177) written simultaneously with my article which Mr. Dell entirely disregards. Mr. Lederer 
accepts the increase of Government transactions as one of the stabilising factors (Joc. cit. p. 190). 








~~ 


Ss oe FO OSs Oo to oO 


zz ss 


—=—3 << @& 


—_— en Pe no en ee 1 








rer 











1957] GROWTH VERSUS CHOICE 341 


quite true, it is obviously irrelevant. In this regard the extent and timing 
of stock-pile imports cannot be neglected. 

Mr. Dell’s case is weakened further by the implicit assumption that 
American military expenditures have exactly the same effect as Government 
economic aid and long-term credits, an assumption which is entirely un- 
justified. The effect on the demand for United States exports, hence on 
the balance of payments, of the two kinds of “‘ non-commercial supplies of 
dollars,” is entirely different. U.S. military expenditure abroad does not 
necessarily create additional demand for U.S. exports. U.S. aid in most 
cases does. Nor must we forget in this connection that economic aid has 
increasingly taken the form of export of surplus agricultural products, and 
that this impact has also therefore further increased. Their aggregation with 
military expenditure abroad is totally illicit. 

Thus the statistics quoted by Mr. Dell have only a very limited analytic 
value. But so far as they go they emphasise my point ! that “‘ the develop- 
ments of the past years clearly put the (price) ‘ elasticity-optimists,’ those 
who retain their faith in the sharp impact effect of price movements on the 
volume of international trade even at under-employment levels, who there- 
fore favour devaluation, or even fluctuating exchange rates in those cir- 
cumstances, under a2 pressing obligation to reassess the implications on their 
views of the statistical evidence on evolution of international trade in the 
past year.” 

We are yet to hear from the advocates of fluctuating exchanges, coupled 
with free multi-lateral payments and non-discriminating trade, a defence of 
their case against the lesson taught by these facts. ‘They have continued to 
promote the dissolution of the Sterling Area by their propaganda for con- 
vertibility. They are now trying to persuade us that all deep-seated, 
difficult problems posed by the creation of a European Common Market for 
Britain would be automatically solved by our entry into a European Free 
Trade Area on the basis of fluctuating exchanges. Some people never learn. 

T. BALocH 
Balliol College, 
Oxford. 





GROWTH VERSUS CHOICE: A COMMENT 


In his paper (this JouRNAL, June 1956) Mr. Wiles has argued: 


(a) that growth is more important, in a meaningful though not 
precisely definable sense, than the “‘ right ”’ allocation of resources ; 
(b) that, in practice, the requirements for the “ correct’ alloca- 


1 Economic JourNAL, loc. cit. 
No. 266,—voL. Lxvu. 
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tion of resources may often conflict with the requirements for (a 
** desirable ”’ rate of) growth; 4 

(c) that, because of (4), pre-occupation with allocation economics 
is harmful to a (desirably) rapid rate of growth; 

(d) that, because of (c), it would appear that “allocation 
economists’ are “not in fact interested in growth”’ (p. 255), and, 
moreover, are guilty of ‘‘ unconscious political bias’ in substituting 
the concept of ‘‘consumer sovereignty” for that of consumer 
** satisfaction ’’ in the context of welfare economics (p. 250). 


Most people would accept (a), and various writers, notably Schumpeter, 
have emphasised it. (5) was pointed out, among others, by Schumpeter in 
connection with market structures and the effects of monopoly. Mr. Wiles 
cites other instances of conflict between “‘ the satisfaction of the welfare 
equations ”’ and the desideratum of growth, of which a few words below. 
This is not by way of criticism, since Mr. Wiles does not claim originality for 
his views. Granting (a) and (4), the validity of (c) depends on the historical 
influence of “‘ scarcity economics ’’ on economic policy and the functioning 
of the economy. On this question there is hardly any evidence, in spite of 
Lord Keynes’ famous and suggestive obiter dictum.? In fact, it is often claimed 
that the influence of economic theory on economic policy declined markedly 
with the coming of marginalism. (d), however, seems to rest on an un- 
fair interpretation of allocation economics. ‘The difference between believers 
in “‘ forced development,” on the one hand, and allocation economists on 
the other, does not spring mainly (if at all) from divergent views of what 
best tends to foster consumer satisfaction, but rather hinges on a political- 
value judgment regarding the place of paternalism in economic life. It also 
does not seem true to say that those who analysed the “ implications of the 
necessity of choice’ were not “interested ”’ in growth, in the sense that 
they regarded growth as unimportant, or even less important than correct 
allocation. 

Given the value judgment that resources ought to be husbanded in 

1 Mr. Wiles fails to show, from a purely theoretical point of view, the precise nature of the 
conflict. He dismisses this by saying: “‘ On pure welfare grounds, however, the question is much 
more complicated and we shall not discuss it here. . .” (p. 245). 

If growth depended only on capital accumulation, i.e., without innovations, and we accept the 
choice criteria of welfare economics, then there is no conflict, because we can easily state the 
‘optimum ”’ rate of investment. Mr. Wiles does not accept the choice criterion because of 
‘* consumer irrationality,” and advances the Pigovian argument that in this respect free choice 
leads to a bad allocation of resources. But, even in this case ‘‘ optimum ” conditions can be stated, 
although, ex-hypothesi, the result of a free market would not satisfy them. 

But, of course, growth does not depend solely on capital accumulation: and regarding the 
other factors governing growth, ¢.g., innovations, changes in attitudes to work and leisure, etc., no 
“‘ optimum ” conditions can be derived from static welfare economics. Hence the possibility of 
conflict. From a logical point of view, this position is still difficult, for we speak of “‘ conflict” 
between allocation, for which we have rigorous criteria (at least in principle), and growth, for 


which we have no similar criteria. 
* I, M. D. Little, Welfare Economics, p. 5. 
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accordance with the free choices of consumers and the free offers of pro- 
ducers, recommendations for “ forced development ”’ would clearly have 
been contradictory; the only thing that could be done consistently with this 
value judgment was to elaborate the conditions under which the economy 
would best respond to the choices of producers and consumers, and this led 
naturally to the formulation of the well-known optimum conditions. 
Government intervention could be shown to be a “‘ good thing ” only if it 
improved the economy’s response to consumer and producer choices. The 
essence of welfare economics is the drawing out of the implications of this 
value judgment, and it need not necessarily be concerned with consumer 
satisfaction. It may well be true that free choice does not maximise satis- 
faction. But economic growth cannot be urged solely on the grounds that 
it increases happiness or satisfaction; surely one must agree with Lewis! 
that the case for growth can rest best on the claim that continuously and 
rapidly rising output increases the range of choice, and therefore freedom. 
Mr. Wiles would thus be on surer ground if he based his case on the slogan 
“less freedom now for more freedom in the future,’’ which is not at all 
unreasonable. But he should be fair in the interpretation of those whom he 
criticises, and show where his value judgments differ from theirs.2. In 
addition, he might have pointed out, as Dr. Little has done, that since in 
practice the “ right” allocation of resources can never be discovered, and 
even in theory the concept is rather shaky, government intervention along 
the lines he suggests might not even do much violence to the value judgments 
of “‘ allocation economists.”” * Whether this would be so depends on the 
extent of forced development, and the measures adopted for it. 

Mr. Wiles also claims that economists who have been interested in choice 
have not been interested in growth. If by that he means that their 
theoretical models have been static, he is quite right. But the reason for the 
static model, surely, has been a particular view of the scope of economics, 
rather than evidence of a lack of interest in growth. Growth embraces 
almost all of historical development, and economists, especially after the 
Methodenstreit, generally refused to be drawn into historicism.5 Thus 
the suggestion that they were not interested in growth, in the sense of not 


1 W. A. Lewis, The Theory of Economic Growth, p. 421. 

* He urges that economists should make “ value judgments ” (p. 255). But they should try to 
point out precisely what sort of value judgments they are making. 

5 One may also argue, as does Mr. Streeten, that “ the recognition that wants and desires are 
not ultimate, independent, autonomous data, but the product of social relations”. . . makes “‘ the 
attempt to isolate aspects of ‘ utility,’ satisfaction, etc... . . misleading as a basis for recommenda- 
tion” (see P. Streeten’s Appendix, p. 215, in G. Myrdal, The Political Element in the Development of 
Economic Theory). The policy implications of this argument, however, are not immediately 
apparent. 

“Tn 1955. . . all economists are thinking it necessary constantly to remind one another of 
what Marshall took for granted—that we are interested in the problems of growth” (Sir Dennis 
Robertson, Economic Commentaries, p. 16). 

* See L. C. Robbins, The Nature and Significance of Economic Science, 2nd edition: pp. 131-5. 
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regarding it as important, is rather like saying that a physicist is not 
*‘ interested ’ in biology; economists, until recently, held that their tools 
did not enable them to say much about growth, and they therefore excluded 
it from their theoretical models. However, they do seem to have held that 
institutions which best tend to the satisfaction of the welfare equations are 
also favourable to growth, and in this they may well have been wrong! 
No economist, though, would have been surprised to learn that forced 
accumulation would accelerate the rate of growth! 

Mr. Wiles argues that “ while an emphasis on choice and scarcity is 
logically compatible with due insistence on growth, it is not psychologically 
so.” As was argued above, since the attempt to achieve more rapid growth 
may require current infringements of free choice, the incompatibility seems 
to lie more in the domain of value judgments. Everybody accepts some 
limitations on free choice; it all depends on what sort of coercion is involved, 
There is the further and dependent question of how much the rate of savings 
ought to be stepped up, and this is not immediately apparent from “ any 
common-sense view of interpersonal and intertemporal comparisons of 
utility’? (p. 251).? 

According to Mr. Wiles, the satisfaction of the welfare equations retards 
growth, not merely because of the deficient rate of investment it entails, but 
for other reasons also. 

** Too delicate a comprehension of scarcity problems . . . slows up the 
rate of growth. For it leads to hesitation, whether on the part of the 
government or the individual entrepreneur.”” Here, apparently, Mr. Wiles 
has in mind the “ efficiency utopia’’ devised by Mr. Lerner, and one 
wonders how many economists took that seriously. If, however, he is 
speaking of real-life entrepreneurs, then it is difficult to see in what way they 
are supposed to be affected by “‘ a determination never to violate Professor 
Lerner’s welfare equations.” Entrepreneurs, we usually assume, aim at 
profit maximisation ; since information has to be interpreted, and the future 
is uncertain, no doubt they must often hesitate before making decisions. 
The only way to avoid this would be to guarantee markets at “ cost plus” 
for whatever was produced, a method not necessarily most conducive to 
growth and efficiency.* 


1 See P. Hennipman, ‘‘ Monopoly: Impediment or Stimulus to Economic Progress,” in 
Monopoly Competition and their Regulation, Editor E. H. Chamberlin, pp. 421-2. 

* Soviet growth has been spectacular; were the privations it entailed “‘ right ”’ from the point 
of view of ‘‘ common sense intertemporal comparisons of utility”? In Note 2, p. 253, Mr. Wiles 
explains ‘‘ much of recent Soviet economic history ” by means of a logarithmic equation; but he 
presumably does not hold that these equations yield an answer to the question. And when he 
exclaims, “‘ Extra funds should then be fearlessly extracted from the consumer and splashed about” 
(p. 254), we must be grateful that Mr. Wiles remains “‘ fearless” at Oxford, and that occupants of 
No. 11 Downing Street are (and we hope will continue to be) less fearless and generous. 

8 See ‘‘ Lerner on the Economics of Control,” in M. Friedman, Essays in Positive Economics. 

4 It is not easy to decide whether, in pointing to the costs of “‘ satisfying the welfare equations,” 
Mr. Wiles is dissatisfied with the actual functioning of our economy; or whether he is merely 
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Finally, Mr. Wiles raises the old cry that monopolistic competition leads 
to too much diversity, and thus prevents the attainment of the economies of 
standardisation. ‘“‘ Here too, then, the man in Whitehall knows best. Only 
by excluding this latter aspect of consumer sovereignty is it possible to satisfy 
the consumer to the fullest extent out of any given quantity of resources.” 
That this does not necessarily follow from the theory of welfare economics has 
already been shown." 

It is quite possible that consumers would be more satisfied if they were not 
allowed to choose freely. The question, once again, is how far standardisa- 
tion should be carried; it is not at all clear that “‘ satisfaction ’? would be 
increased if, say, furniture were much more standardised than it is now and 
our friends’ flats were all indistinguishable from one another, even though the 
price of furniture were reduced considerably. 

This note merely restates well-known propositions, which no doubt have 
been stated better elsewhere, but appear to be in need of reiteration. 
Economists may indeed have misplaced the emphasis in their work, and often 
mistaken logic for fact. Yet, from a policy point of view, it is surely signifi- 
cant that their formulations emphasised individual liberty. We are con- 
tinually being urged that our freedom is in danger unless our rate of growth 
corresponds more nearly to that of communist countries. It now appears 
that our freedom may be threatened by the very attempt to achieve the 
growth which supposedly should guard it. 


Kurt KLapPpHoLz 
London School of Economics. 





A REJOINDER 


On p. 342 Mr. Klappholz seems to confuse two absolutely different 
questions: (i) do the institutional requirements for a correct allocation of 
current resources conflict with those for a desirable rate of growth? This 
is, or ought to be, the content of his question (4), and it is also the main 
concern of my article. I may have “failed to show . . . the precise 
nature of the conflict,’ but I certainly did not “‘ dismiss” it. (ii) can a 
desirable rate of growth be defined by the reasoning typical of welfare 
economics? ‘This question I did indeed dismiss, and to it Mr. Klappholz’s 
footnote makes a most interesting contribution; though I cannot agree with 
the last paragraph of it. Surely static welfare economics can cope with 





warning us against trying to establish a ‘‘ Lerner Utopia.”’ The two are by no means equivalent. 
No one knows to what extent the “‘ welfare equations ” are actually satisfied, and only naiveté could 
make one suppose that the allocation of resources between present and future use is guided solely by 
consumer choices. When Mr. Wiles claims that consciousness of scarcity economics “‘ creates an 
atmosphere hostile to rationalisation, standardisation and mass production, and thus interferes 
with the technical efficiency of whatever is, despite all hesitation, produced ” (p. 248, my italics), he 
is presumably not referring to the performance of the United States economy. 

11. M. D. Little, Welfare Economics, p. 262. 
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** changes in attitudes to work and leisure,’’ and could define an optimum 
rate of growth after taking them into account? As to innovations, again, 
surely static welfare economics can tell us how much to invest in research and 
development with a view to future growth? Innovation, we all seem to 
forget, does not just happen. It results from the diversion of resources into 
innovation-seeking, and those in charge of this diversion do in fact estimate 
its likely profitability. Admittedly this is of all kinds of investment the 
most uncertain by far, but that does not remove it from the reach of “‘ static 
welfare economics.” 

As a tool of analysis I find good old simple, unsophisticated “‘ s.w.e,” 
unbeatable. Mr. Lerner’s “ efficiency Utopia ”’ ought to be taken ver 
seriously. My quarrel is not at all with its normative conclusions (if 
correctly deduced), but with its influence on descriptive economics (e.g., in 
the text-book theory of the firm) and with an exaggerated view of its im- 
portance, which leads to the neglect of growth and to wrong institutional 
arrangements. 

Twice (pp. 342 and 344) Mr. Klappholz defends welfare economists 
against a charge of neglecting growth. No names, no pack drill. But let 
him mention just five reasonably distinguished economists (welfare or other) 
from Marx to, say, 1947 who were interested in growth; or six including 
Schumpeter. He will probably find that like Schumpeter they have been 
since youth in contact with Marxism or German historicism. Very possibly 
the cause of this neglect is, as suggested, that welfare economists dislike 
economic paternalism—but that was largely because economic paternalism 
is unnecessary for a correct current allocation of resources. Would they 
have had the same attitude to it if they had seriously thought about other 
things? Possibly, too, “‘ they held that their tools did not enable them to 
say much about growth.’ But then, first, they could only have remained 
content with such useless tools if they had underestimated the importance 
of growth; and secondly, it is very doubtful, as I have tried to show above, 
if these tools are as useless as supposed. The will to use them was absent. 

How much forced savings should there be? Avoiding political questions, 
there are two theoretical ones here: how much less does each individual 
save than: (a) he rationally should from his own point of view? (b) would 
be required from him for an adequate national rate of growth? I do not 
profess to know, or think the answer simple; but surely on all grounds quite 
alot. Then there is the related question: how great are the irrationalitie 
we would find it to our advantage to put up with as a result of the forced 
investment programme that would probably have to accompany the forced 
saving? Here again Mr. Klappholz is right to be sceptical: we cannot 
quantify exactly the rationality sacrificed or weigh it exactly against the 
growth gained. The decision can only be one of common sense, which will 
surely mean not giving absolute predominance either to rationality (as in 
classical welfare economics) or to growth (as in classical Marxist economics). 
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When I argued for quantification I meant that we can and must decide in 
every particular case which we think more important; there is no principle 
justifying a consistent extremism. The Soviet Government has, of course, 
always invested too much, and also quite gratuitously infringed rationality 
much more than mere forced investment could excuse. 

As to forced standardisation, its main field is clearly in producers’ and 
intermediate goods. Obviously it should not be extended to cover furniture, 
but obviously it should cover, for instance, small electric generators—of 
which this country has many more types than Sweden, which is blessed with 
a monopoly in their production. 

In conclusion, if anyone still doubts the psychological connection between 
welfare economics and growth-blindness let him read Mr. Klappholz’s 
p. 343. Growth is not mainly justified by the increase in choice it brings, 
but by the sheer increase in quantity. He comes perilously close to im- 
plying that the choice between } ton of barley and # ton of oats is better than 
lton of barley. Except in the richest countries, the opposite is clearly 
true; that, too, is common sense. 

P. J. D. Wires 
New College, 
Oxford. 





OFFICIAL PAPERS 


FINANCE AND TAXATION IN JAMAICA 


THE crucial economic issue in Jamaica at the present time is not whether 
there should be a programme of economic development. That was settled 
at least as long ago as 1945, when the Economic Policy Committee, presided 
over by Professor F. C. Benham, reported. Nor is it the content of such a 
programme. On that there has been a wide measure of agreement since 
the mission of the International Bank for Reconstruction and Development 
reported at the end of 1952. The problem is rather the tempo of such de- 
velopment and the methods by which it should be brought about. Neither 
of these wholly concerns finance, but finance has, directly and indirectly, a 
large part to play in determining each of them. It was well, therefore, 
that the Government of Jamaica should invite two distinguished teams of 
economists to visit the island and to advise on fiscal and financial matters. 
Their Reports! are essential reading for anyone wishing to study the 
Jamaican economy. Both merited much more public attention in Jamaica 


1 Report on Finance and Taxation in Jamaica. By J. R. and U. K. Hicks. (Kingston, Jamaica: 
The Government Printer; London: Crown Agents for Overseas Governments and Administrations, 
1955. Pp. 171. 4s.) 

The Financial System and Institutions of Jamaica. By G. F. Towers, with a Memorandum on 
Monetary Policy by J. L. Fisner. (Kingston, Jamaica: The Government Printer, 1955.) 
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than they received owing to the absence of a financial Press and an informed 
public. Both raise issues which are of more than local interest; on some 
of these there has hitherto been regrettably little theoretical discussion. 

Professor and Mrs. Hicks were invited to visit Jamaica during March 
and April 1954, in order to report on the existing system of Government 
finance. When they accepted the invitation they appear to have presumed 
that there would be available to them on arrival, if not an estimate of the 
current national income, at least an up-to-date sketch of the general econo. 
mic position. They found neither. They appear to have presumed also 
that their main concern would be to assess the impact on the Jamaican budget 
of the Development Plan then being drawn up. But they found the general 
budgetary position lacking strength and turned their attention to a general 
survey of the fiscal position in order to suggest ways of increasing revenue, 
This survey led in turn to suggestions for the remodelling of an out-of-date 
and inefficient system. Their Report is consequently much broader than their 
terms of reference might at first lead one to expect. 

The absence of information on the general economic situation of Jamaica 
led Professor and Mrs. Hicks to attempt to sketch the position for themselves, 
They appear to have regarded the need to fall back on “ a more old-fashioned 
approach ” as something of a challenge to their expertise and ingenuity. 
Heavy reliance was placed on statistics of external trading. This was in 
part because they were more readily available than other statistics. Thus 
they admit that “‘ food production for the home market, from which most 
of the people of Jamaica get most of their living, and on which all the rest 
is based, is an obscure subject on which we have little information.” Butit 
was in part also because Jamaica was thought to be “ quite exceptionally 
dependent on overseas trade.” It is important to realise in what sense this 
is true. Recent estimates of the national income suggest that the value of 
merchandise exports was less than one-fifth of gross domestic product in 
Jamaica, where, in fact, the proportion is considerably lower than in some 
other parts of the British West Indies, notably Trinidad and Barbados. Nor 
is it to be explained by the fewness of the export crops even though sugar 
and bananas account for well over half of the total, for the Gold Coast is no 
less specialised but much less vulnerable economically. The vulnerability 
of Jamaica—and of the British West Indies generally—is due neither to the 
percentage importance of export production to national income nor yet to 
the lack of diversification. It is due to the small dimensions of peasant 
agriculture. The estate workers of Jamaica cannot turn, as can the pro- 
ducers of West Africa, to subsistence agriculture if their external market 
fails. This feature has important implications for economic policy, pat- 
ticularly when it is realised how much the existing market depends on pre- 
ferential arrangements. 

The Five-Year Development Programme drawn up in 1954 (while 
Professor and Mrs. Hicks were reporting) envisaged a total expenditure of 
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£30 million, of which £2-6 million would be financed out of general revenue, 
£18-9 million by loans and the rest by grants. The revenue contribution 
was based on two assumptions: that the national income increased by 3% 
per annum and so did government revenue, and that there were no new 
budgetary commitment. While it was not easy to judge the reasonableness 
of the first assumption, the official draft admitted that the second had already 
“been somewhat invalidated by the Government’s decision to undertake a 
general salaries revision.” The immediate problem was therefore to sug- 
gest ways of raising a further £400,000 in revenue to cover these new com- 
mitments. The difficulty of doing so led Professor and Mrs. Hicks to under- 
take a comprehensive survey of Jamaica’s system of public finance. Revenue 
has turned out to be more buoyant than short-run trends suggested, while 
development expenditure has lagged behind schedule.’ It is fortunate for 
Jamaica both that immediate budgetary difficulties have been avoided and 
that their possibility led Professor and Mrs. Hicks to make a pioneer study of 
distinction of the system of central and local finance. 

Economic policy in Jamaica must, if it is to be in her long-run interest, 
answer to one or other of two tests: Does the policy in question provide a 
net addition to budgetary receipts; if not, does it expand employment 
without a disproportionate loss of revenue?? There is little new to add in 
the Jamaican context to taxes answering to the first test. Over four-fifths 
of ordinary revenue is derived from three sources—customs, excise and in- 
come tax. All three are high, judged by either West Indian or English 
standards, and further increases might lead to a drop rather than to a rise 
in receipts. ‘The only significant positive proposal made by Professor and 
Mrs. Hicks was the extension of income tax on land and buildings (Schedule 
A) to include owner-occupied houses. This proposal is more one for cor- 
recting an anomaly than for making any very large increase in tax receipts, 
and it underlines the limited field for new taxation. 

Professor and Mrs. Hicks came, therefore, to focus their attention on 
arrangements which provide tax concessions of one kind or another. Tax- 
able capacity is limited. Any tax concession further restricts it. Such con- 
cessions should, therefore, be made only when there is a sufficient com- 
pensating advantage. In a country suffering from surplus labour® the 


1 The revised Development Estimates for 1955-56, for example, are more than one-quarter less 
than the approved estimates and are still likely to be an over-estimate. While an error of this 
kind prevents the economy from being as overloaded as the Development Plans threaten, it clearly 
complicates the task of economic advising. 

2 The imminence of Federation in the British West Indies suggests a further test: Is economic 
policy compatible with a customs union? Jamaica is in fact in a special position here, both because 
ofher high import duties and because of her use of quotas and prohibitions to protect local industries. 
This test is not, however, of immediate relevance, and will be treated on another occasion. 

* Temporarily emigration is the biggest solvent of the surplus labour problem. In 1954, for 
example, net emigration to all places amounted to 8,400. This figure is equal to about 22-5% of 
the natural increase for 1954 and well over half of the estimated annual net additions to the labour 
force, 
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compensation should be found in increased employment. To what extent 
do the tax concessions satisfy this test? The answer must be given in four 
parts. With respect to business profits generally, Jamaica has very little 
scope for worthwhile concessions as tax rates and tax credits are covered 
either by double taxation agreements (for the United Kingdom and Canada) 
or by special legislation (for the United States). Any profits transferred 
from Jamaica will be taxed in the home country to the extent that they are 
not taxed in Jamaica. So if Jamaican taxation is lower or tax credits higher 
than in the capital-exporting country, Jamaica merely presents that country 
with tax receipts, while if conditions are significantly less favourable in 
Jamaica imports of capital will be discouraged. This largely explains why 
the policy of pioneer industry concessions has had little effect hitherto, 
According to the legislation of 1949, a manufacturer in a new industry is 
entitled, in each of any five years during the first eight years after commence. 
ment, to set off against profits a sum equal to one-fifth of his permitted capital 
expenditure. Owing to the operation of the double-taxation agreements 
and special legislation just referred to, this legislation cannot enhance the 
profits of non-residents but only those of residents. Professor and Mn. 
Hicks do not discuss the pros and cons of the policy itself, limiting themselves 
to suggesting a less-ambiguous wording of the concessions. The policy is, 
however, one on which opinions differ widely, and while it has had little 
effect so far, it might be of greater importance in the future, for the Royal 
Commission on the Taxation of Profits and Income has recommended that 
the United Kingdom’s double-taxation agreements should be modified 
to permit lenders to benefit from these concessions.! It is far from certain 
that the present policy of pioneer concessions is satisfactory. In the first 
place, it amounts to an infant-industry concession to firms in new industries 
which make profits. It is doubtful whether it has a powerful incentive effect: 
firms that succeed do not require help, while firms that fail do not receive 
help. A different kind of concession might help more with no more loss of 
revenue—for example, import of machinery free of customs duty. In the 
second place, where entrepreneurial skill is scarce there seems to be every 
reason to foster growth wherever possible and not to confine whatever help 
is available to new lines. Finally, care should be taken to avoid policies 
which induce the use of highly capitalistic methods of production which are 
inappropriate in an environment of surplus labour. From this point of 
view policies of accelerated depreciation seem to be out of place. A subsidy 
on the basis of numbers employed might indeed be usefully explored. 


1 It should not be assumed that the volume of capital available for investment in pioneer 
industries would be significantly greater because of this modification. Lack of knowledge of the 
risks involved would still limit the flow. What is almost certain to happen is that economics 
wanting such capital will compete by offering more and more lavish concessions. The value of the 
modification in the double-taxation agreements should therefore not be exaggerated. Of course, 
double-taxation agreements are intended to prevent discrimination in the taxation of profits, and 
now hold economies in check. 
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An exception to what has been just said about highly capitalistic in- 
dustries is to be found in the bauxite industry. This is necessarily highly 
mechanised and employs relatively few. The industry in Jamaica enjoys a 
favourable long-term taxation agreement, and Professor and Mrs. Hicks 
very rightly feel that the industry should pay an increased royalty to com- 
pensate.1 The same can be said of cement manufacturing, which also has 
a favourable taxation agreement. The tourist industry receives three kinds 
of concessions: the right to import free of duty a whole range of articles; 
the pioneer industry concessions; and a grant for publicity. Professor and 
Mrs. Hicks recommended that the first should be more clearly defined, as it 
was liable to serious abuse, and that the third be financed by the industry. 
It is not possible on the basis of the existing shaky statistics to estimate the 
value of the tourist industry. Certainly, on the one hand, tax concessions 
are high and, on the other hand, the marginal propensity to import of the 
industry (the import content) is also high. A full inquiry and report are 
highly desirable. 

Professor and Mrs. Hicks deal finally with the form of the public accounts 
and with local finance. Owing to the importance attached to development, 
a development budget was introduced in Jamaica in 1953-54. It is sug- 
gested that Jamaica should proceed a stage farther and introduce a full 
investment (or capital) budget alongside the current budget. A schematic 
reorganisation of the public accounts is provided, distinguishing during the 
first five years of operation the recurrent cost of new capital works—a useful 
reminder of the costs of development. What might have been emphasised 
further is the distinction between the two budgets. Current and capital can 
be distinguished on several different bases. If, however, the purpose of 
double budgeting is to segregate ordinary recurrent expenditure from 
expenditure which will directly increase productive capacity, the distinction 
should be the ordinary commercial distinction between current and capital. 
Once social expenditure enters the capital budget the purpose is lost. 

Finally, Professor and Mrs. Hicks found that local finance was also in 
need of overhaul. More than half of the expenditure on public health, poor 
relief and roads is derived from a land tax assessed on capital value. There 
has been no revaluation since 1937, when properties of over £50 were re- 
valued. The delay has been largely due to lack of decision as to the basis 
tobe used. A Commission reported in 1943 in favour of unimproved value 
rating but the case was not closely argued. Professor and Mrs. Hicks 
addressed themselves to the issue most effectively. They show that a change 
over from “‘ improved value ” to “ unimproved value ” has two effects. In 
the first place, sites ripe for development are assessed at their potential value 
while, in the second place, improvements, such as buildings, are de-rated. 
They very rightly doubt the practicability of the first and the equity of the 


1 In March 1957 a new twenty-five year agreement was announced raising t he royalty from 
|s. to 3s. per ton and income tax from 1s. 8d. to 11s. per ton. 
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second, which would favour the owners of the more expensive buildings as 
against the owners of agricultural land. The authors suggest an alternative 
which would have the advantage claimed for unimproved value rating (no 
discouragement of improvements) without the disadvantages (difficulty of 
assessment and regressive incidence), namely, the de-rating of certain types 
of improvements for a period of years. It is unfortunate that at least this 
part of their valuable Report has not reached a wider public. 

Fiscal policy in Jamaica does not only assume a “‘ new significance in the 
face of the problem of capital formation,” * but even more so in the absence 
of scope for a co-operating monetary policy. Questions are, however, being 
raised as to whether the role of local financial institutions and of local policy 
might not be increased to help with the problems of development. The 
Report by Mr. Graham Towers presents the facts and helps to clear away 
many misconceptions.* He shows that the ability of the four commercial 
banks with branches in Jamaica (three being Canadian and one English) 
to create credit depends on the size of their sterling reserves, and there has 
not of late been any difficulty in making credits available in suitable cases. 
There is undoubtedly a gap between the short-term credits that the banks 
will normally supply and the long-term loans that can be obtained from 
abroad for business projects. Medium-term finance must rely on local 
savings, and the volume of local savings being small in relation to demand, 
rates on mortgages and hire-purchase are high. This suggests, however, 
the need for building societies and finance houses rather than any change 
in banking policy. For while the connection with sterling means that 
interest rates on bank advances move in sympathy with rates in London— 
and the present high rates are felt by many in Jamaica to be inappropriate 
to Jamaican conditions—the holding of reserves in sterling means that there 
is much more flexibility in credit policy than there would be if reserves had 
to be held, in whole or part, in a local currency. Furthermore—a point 
which Mr. Towers does not mention—any restriction on the freedom of 
movement of funds to London would seriously discourage the flow of capital, 
on which so much of the finance of development depends. 


1 A Land Valuation Bill has since been passed to permit the valuation of land on unimproved 
value. Local rates imposed for the purpose of providing for any improvement or public service 
will apparently continue to be based on improved value. The combination looks like a regrettable 
compromise greatly inferior to the alternative suggested in the Report. 

* R. Nurkse, Problems of Capital Formation in Underdeveloped Countries (Oxford, 1953), p. 143. 

* That the misconceptions are not entirely local is suggested by the following statement found 
in Buchanan and Ellis, Approaches to Economic Development (New York, 1955), p. 313: ‘‘ The un- 
regulated creation of credit has often proceeded in complete absence of central banks, as in Puerto 
Rico, Egypt, the United Kingdom dependent territories and in many other places until the recent 
wave of creating central banks.” In fact, in Jamaica the opposite is nearer the truth, for it is felt 
that the existing arrangements impede a desirable policy of inflation. Thus, one writer advocates 
“*a policy of deliberate inflation ’’ as a method of increasing local savings. (A. P. Thorne, Siz 
Structure and Growth of the Economy of Jamaica, Supplement to Vol. 4, No. 4, Social and Economic Studies, 
University College of the West Indies, Mona, Jamaica, p. 98.) 
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Mr. Towers cautiously concludes that “‘ a soundly conceived and soundly 
administered development programme financed to a reasonable extent by 
budget surpluses and contributions from the Colonial Development and 
Welfare Fund is unlikely to be held back by reason of the Government’s in- 
ability to borrow.” The credit-worthiness of Jamaica is, of course, because 
of, rather than in spite of, past policy. There is one respect, however, in 
which past policy has been somewhat too conservative, and that is in respect 
of the accumulation and use of sinking funds. As Mr. Towers says, “ sinking 
funds accumulated to pay for sterling debt must obviously be invested in 
sterling securities.”’ But even so, the rate at which it is accumulated might 
be varied. ‘This is especially relevant to Jamaica, where it seems that there 
had been a habit of writing-off debt at an earlier date than necessary. By 
varying the rate of accumulation it would be possible, within limits, to 
operate an offsetting policy, accumulating more when export income was 
high and less when export income was low. With the growth of external 
debt the possibilities of such a policy increase. 

Mr. Fisher’s memorandum on monetary policy succinctly states the case 
against a central bank at this stage. The economy is small; the existing 
banks co-operate with the Government; and “ over the next few years any 
policy involving banking credit would be one which might be designed to 
restrain its expansion rather than the reverse.” He suggests that in the 
meantime the Minister of Finance might engage an adviser with experience 
appropriate to the financial operations of government. It may well be that 
what is wanted is in fact not a central bank at all but a credit corporation. 
But that possibility cannot be explored further on this occasion. 


D. J. Morcan 
The University College 
of the West Indies. 
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Tue Annual Meeting of the Royal Economic Society will be held at the 
London School of Economics at 5 p.m. on Thursday, July 4th. After formal 
business Sir Alexander Carr-Saunders will address the Society on “‘ The 
Teaching of Economics in Schools.” 





Tue following have been admitted to Life Fellowship of the Society : 
Andrew, D. Lim, Dr. T. B. Vongsathorn, X. 


Brandt, Dr. K. Niculescu, B. M. Wilson, Dr. T. 
Caplan, Dr. B. Rose, B. E. 

















354 





THE ECONOMIC JOURNAL 





[JUNE 
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Batson, R. W. 
Bellei, Dr. D. 
Berkoh, F. K. 
Birtwhistle, W. P. 
Brown, N. N. 
Chaudhuri, P. K. 
Chu, Sing Chi. 
Cina, L. 
Cochrane, A. L. 
Cohen, Prof. J. 
Collett, D. 
Cooper, S. 

Cope, J. A. 
Dickerson, R. G. 
Duncan, G. S. 
Edwards, J. A. 
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Frankland, J. R. J. 
Gal, N. P. 
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Goodridge, J. 
Gregory, W. 
Guerra, Dr. J. A. 
Gunn, J. M. 
Hards, A. E. C. 
Horwich, Prof. G. 
Huli, B. C. 
Ibezue, N. 

Ifill, M. B. 
Jackson, B. G. 
Kenny, D. G. 
Kolmar, F. 
Koolman, G. 
Lamptey, J. K. 
Latiche, Prof. J. M. 
Lee, G. C.-P. 


Macdonald, D. G. I. 


Maclver, M. J. 
Mangaiji, S. J. 
Marsden, K. 
Massacesi, E. 
Masters, J. D. 
Mattar, R. E. 
McCracken, P. 
Mehta, H. A. 
Miller, V. A. 
Mojekwu, C. E. 
Moller, S. A. B. 





Montuory, M. 
Morris, J. F. C. 
Nayak, P. L. 
Neville, P. 
Ogunyemi, D. A. 
Okafor, D. C. 
Pandya, H. G. 
Pierce-Saunderson, 
W. R. 
Plumridge, K. L. 
Poapst, J. V. 
Prowse, A. R. 
Ripley, G. W. D. 
Roberts, R. S. 
Robertson, D. S. 
Robinson, G. 
Sams, K. I. 
de Saram, D. H. 
Shaw, D. 
Smail, R. 
Smith, N. S. 
Sutherland, A. 
Terry, S. 
Tsouroulis, J. G. 
del Vecchio, Prof. G. 
White, A. J. 
White, K. 


Tue following have been admitted to Library Membership of the 


Society : 


Adelphi College Library, New York. 
College of Wooster Library, Ohio. 
Confederazione Generale dell’Industria Italiana, Rome. 
Finance Corporation for Industry Ltd., London. 
Indiana State Library, Indianopolis. 
Institute of Inter-American Affairs, Pan Chillan Library, Chile. 
International Air Transport Association, Montreal. 

Ketua Fakultas Hokum/Edonomi, Macasar, Indonesia. 

Library of the Federal Bank of St. Louis, Missouri. 

Presidency College, Madras. 


Wake Forest College Library, North Carolina. 
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Ir may interest our readers, and might have interested our founders, to 
know from how wide a field the Economic JourNAL attracts contributions 
to our science. The following columns have been deliberately drawn up 
so as not to be comparable with one another, since some articles published 
in 1956 were submitted in 1955, and some articles submitted in 1956 were 
accepted for publication in 1957. (Thus it is not the case, for instance, 
that we have been totally inhospitable to India !) 








ae Number of articles | Number of articles 
? re submitted in 1956. | published in 1956. 
Oxford , . ‘ ; : ‘ ; ‘ 10 6 
Cambridge . ‘ . . ‘ ; ‘ 2 5 6 
Rest of England . - ‘ . . : ‘ 38 11 
Rest of Britain. : ‘ : ? : ‘ + 2 
Total Britain : ‘ ‘ ‘ ; , — 57 — 25 
Canada ‘ > ‘ ‘ l 0 
New Zealand , : : ‘ 1 0 
South Africa ‘ ; : P 1 0 
India . : , ‘ ; 5 0 
Ceylon 2 0 
Malaya ‘ : : : 0 l 
Total Commonwealth . — 67 — 26 
United States ; : 34 8 
France ; ; . : 0 1 
Holland 2 2 
Israel . 2 0 
Grand Total . ; . > 105 37 











“ Notes,” which have not been included in the above totals, were also submitted from Iceland, 
Puerto Rico and Tasmania. 














RECENT PERIODICALS AND NEW BOOKS 





Economica 


Voi. XXIV, No. 93, Fepruary 1957. The Sixteenth and Seventeenth Centuries: The Dark 
Ages in English Economic History?: F. J. Fisher. The Heckscher-Ohlin Trade Model: 4 
Geometric Treatment: K. LANCASTER. The Theory of Customs Unions: Trade Diversion an 
Welfare: R.G. Lipsey. Colonial Trade and Payments: I. GREavEs. A Note on the English 
Capital Market as a Source of Funds for Home Investment Before 19]4: A..R. Hai. Th 
Estimation of the Time-response Functions in Complete Economic Systems: J. WisE. A Testi. 
monial from Ricardo: B. A. Corry. 


Oxford Economic Papers 


Vot. 9, No. 1, FEBRuaRyY 1957. Learning about Economic Development: U. K. Hicks, hh. 
vestment and the Demand for Electricity: E. K. Hawkins. Armstrong and the Utility Measun. 
ment Controversy: T. MayuMDAR. Fluctuations in Stocks: A Nineteenth Century Case Study: 
R. H. Campsett. The Theory of Public Utility Price—an Empty Box: J. WisEMAN. Gros 
Margins in Retail Distribution: J. D. Hucues and S. Pottarp. Interdependence and Foreign 
Trade: M.F.G.Scorr. Analysis of the Generation of Price Inflation (Statistical Appendix): 
J.C. R. Dow. 


The Manchester School of Economic and Social Studies 


Voit. XXV, No. 1, JANuARY 1957. Expenditure, Capital Gains and the Basis of Progressin 
Taxation: W. Vickrey. The Northern Weavers, Independent Labour Representation and Clitherve, 
1902: F. Beatey. Games, Capitalism and General Location Theory: M. L. Greenuurt, 
The Taxation of Overseas Profits: P. STREETEN. 


Transactions of the Manchester Statistical Society 


1955-56. Trends in Technical Education: P. F. R. VENABLEs. Population Trends: Coun 
Crark. Financing Symphony Orchestras: K. E. Crickmore. Electronic Computers for 
Statistical Work: B.B. Swann. Some Uses of Statistics in Road Safety Work: F. Garwoon. 


Scottish Journal of Political Economy 


Vot. IV, No. 1, Fepruary 1957. Is Economics Biased?: R. L. Meex. Electricity in th 
North of Scotland: Str M. MacDonatp and J. M. Kay; A Rejoinder: D. L. Munsy. 
The Linear Programming Approach to Production Planning: H. CG. Mackenzie. The ke 
vision of the Fute Wages-Structure: I. F. Gipson. The Dundee School of Economics—h 
Memoriam: D. L. Munsy. 


Yorkshire Bulletin of Economic and Social Research 


Vo . 8, No. 2, NovEMBER 1956. Changes in Productivity and the Price Level in a Closed Economy: 
J. C. Gmusert. The State of Economic Research in the Soviet Union: A. Gasor. Some 
Aspects of the Marketing of South African Oranges in Great Britain: R. L. SmyTu and D. Mace. 
Labour in British Retail Trade, 1950: J. D. Hucues and S. Pottarp. The Home Marke 
in Wool, 1500-1700: P. J. Bowpen. Dr. Thomas Short, an Eighteenth Century Writer 
Population: G. P. Jones. 


The Sociological Review 


Vot. 4, No. 2, DecemBer 1956. The Problem of Social Change: The Docks Industry—A Cas 
Study: T. S. Stwey. The Distribution and Segregation of Roman Catholics in Belfast: ¥. 
Jones. The Placings Service of the Ministry of Labour: E. J. Creary. Employment of 

Negroes in Manchester: J. Rem. Modern Marriage and the Roles of the Sexes: CG. SLAUGHTER. 

The Organisation of Coronation Street Parties: M. Broapy. A Study of Student Societies in th 

University of Manchester. Student Societies in the University College of North Staffordshire: 

A. H. Ivirre. 
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Political Studies 


Vout. IV, No. 1, Ocrosper 1956. Alternatives to Independence: K. Roptnson. The French 
Election of 1956: III: Guy Mollet’s Election Campaign: S. Rose; IV: The Campaign in the 
Department of Vienne: M. Tuomas. Peaceful Coexistence and Peaceful Co-operation: R. I. 
Aaron and P. A. Reynoips. The Popular Press in the British General Election of 1955: 
A. H. Bircu, P. Campse.t and P. G. Lucas. 


Soviet Studies 


Vou. VIII, No. 3, JanuARY 1957. Some Notes on Soviet Bashkiria: E.H. Carr. Attempts to 
Formulate a Legal Theory of Public Ownership: A. K. R. Kiratry. Soviet Ideas Weighed in a 
Christian Balance: J. MILLER. 


Journal of Agricultural Economics 
Vou. XII, No. 2, Fepruary 1957. Some Thoughts on Agricultural Policy: E. M. H. Lioyp. 
The Social Environment of Farm Work: G. P. Hirscu. Some Aspects of Commonwealth 
Agricultural Development: G. S. Dunnett. Farm Classification in Britain—an Appraisal: 
R. B. Jones. Cattle Drought Losses in Queensland: K. L. Kinsman. System and Yield 
Indices in the Eastern Counties: D. B. WALLACE and S, E. Vincent. Note on the Measure- 
ment of Demand for Fatstock: J. R. RAEBURN. 


Accounting Research 


Vou. 8, No. 1, January 1957. Operational Research and Financial Management: S. BEER. 
Railway Auditing: A Report of 1867: H. Potuins. Local Taxation in Western Germany: 
H. B. Markus. Cost and Value of Management Information as Functions of Age: R. H. 
Grecory and T. V. V. ATWATER. 


The Incorporated Statistician 


Voi. 7, No. 3, DecEMBER 1956. The Design of Experiments: Part I: The Scientific Background: 
M. J. Moroney. Business Forecasting as Applied to Agriculture: K. E. Hunt. Market 
Research and Consumer Durables: J. S. DownHam and J. A. P. TREASURE. 


The Banker 


Vor. 107, No. 373, Fepruary 1957. Alternative to Bank Rate? Sterling after the Run. 
Cracks in the Rouble Bloc. New Power for Britain—at what Cost?: J. E. HartsHorn. Why 
Higher Money Rates Squeezed Credit Less. Wage Payments and the Truck Acts: F. R. RyDeEr. 

Vou. 107, No. 374, Marcu 1957. Into Europe. Squeezing by Easing. French Expansion 
Trips up on Trade. Ghana and the Sterling Area: A. Rupp. State Banking in the Gold Coast: 
J. W. Witutams. America’s Changing Banking Scene: I: The Structure asa Whole: J.S.G. 
Witson. Irish Banking. New Patterns in Life Assurance: T.H. PEAcE. 


The Bankers’ Magazine 
Vor. CLXXXIII, No. 1355, Fepruary 1957. The Banker’s Economic Survey. Banking 
Profits in 1956. Hire Purchase in the Consumers’ Sector: K.H. Straw. Survey of Economic 
Conditions in the U.S.A.: A Continuing Boom in Capital Formation. Is Europe About to Federate? 
National Expenditure in the First Three Quarters of 1956. 
Vor. CLX XXIII, No. 1356, Marcu 1957. So it Must Be Sterling: G.H. Morison. Why 
Do Prices Rise?: J. C. R. Dow. Hire Purchase in the Consumers’ Sector: K. H. Straw. 
The Economy of the Irish Republic in 1956: G. A. DuNcAN. 


Barclays Bank Review 


Vot. XXXII, No, 1, Fesruary 1957. The Chairmen. Changes in United Kingdom Foreign 
Trade. The Restrictive Trade Practices Act. 


District Bank Review 
No. 121, Marcu 1957. Economics and Defence: J. Jewkes. The Role of Man-made Fibres: 
D. Duxsury. The Results of a Savings Budget. 
No. 266.—voL. Lxvu. BB 
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Lloyds Bank Review 
No. 43, JANUARY 1957. The Real Incidence of Personal Taxation: F.W.PatsH. The American 
Boom in Canada: T. W. Kent. The Maner and Fourme how to kepe a Perfecte Reconong: 
D. So.omons. 


Midland Bank Review 


Fesruary 1957. The ‘‘ Macmillan Report’? Outdated? The Board of Trade. New Capital 
Issues in 1956. 


National Provincial Bank Review 


No. 37, Fepruary 1957. The Brake on Expansion: A. Mauve. Britain’s New Export 
Products: G. L. Rees. : 


The Three Banks Review 


No. 33, Marcu 1957. Business Loans of American Commercial Banks and Inflation: B. H. 
BecxHart. Full Employment without Inflation: E. Linpany. Kirkman Finlay: Merchant, 
Manufacturer and Mentor. 


Westminster Bank Review 


Fepruary 1957. The Chairman’s Statement. The Role of Stocks in the British Economy: 
R. Brecu. The Growth of the Electricity Supply Industry: E. SHANKLEMAN. The Present 
State of Agricultural Co-operatives in the United Kingdom: W. H. BEcKETT. 


Planning 
VoL. XXIII, No. 406, January 1957. Statistics for Government. 


VoL. XXIII, No. 407, Fesruary 1957. Agriculture and Land Use. 
Vou. XXIII, No. 408, Marcu 1957. Salaries of Graduates in Industry. 


Town and Country Planning 


VoL. XXV, No. 2, FepruaRy 1957. Art and the English Garden: F. Street. The Doom 
of Oxford: E. Frrzcrsson. New Towns for Ontario: R.N. PERCIVAL. 

Voit. XXV, No. 3, Marcu 1957. Dispersal Machinery for Scotland. Tapiola Garden City, 
Finland: H. v. Hertzen. Planning and Practical Realities: R. W. Dare. Industry in 
Inner London: J. E. MARTIN. 


The Journal of the Institute of Transport 
Vox. 27, No. 3, Marcu 1957. Man Must Measure: Sir CG. Goopeve. Management and 
Men: Sir J. BensteEap. Marine Insurance of Cargo: W.B.SmiruH. Organisation Problems 
of Civil Air Transport: P. H. S. WRoeE. 


Progress 


Vout. 45, No. 253, Winter 1956-7. The Trans-Antarctic Expedition: Str M. Cutrrorp. 
Impressions of a Conference of Senior Managers: M.Green. Electronics in the Service of Mankind: 
H. A. THomas. University College, Ibadan: Sir A. CARR-SAUNDERS. 


Cartel 


Vot. 6, No. 4, OcroBEeR 1956. Cartel Legislation in the Netherlands: J. F.H. Wiysen. Volun- 
tary Decartelization in Sweden: A. Irsten. Oil Cartel: R. Mitiar. European Economic 
Integration: A. Kay. Restrictive Trade Practices—U.K. Legislation: Lorp MeEston. 


The Canadian Journal of Economics and Political Science 


Vot. 23, No. 1, Fespruary 1957. The Vital Revolution Reconsidered: K. F. HE LLemner. 
From Acceptance of Nature to Control: J. Henri1n. Parliamentary Government in Manitoba: 
M. S. Donnetty. The Nature and Control of Hostile Crowds: W. A. Westiey. The 
Development of National Transactions Accounts: L. M. Reap. Inter-Generation Occupational 
Mobility in the Province of Quebec: Y. DE Jocas and G. Rocuer. International Unions 
and the Canadian Trade Union Movement: J.T. Monracue. Some Thoughts on the Public 
Service: J.J. DeutscuH. The Formation of Borden’s First Cabinet: H. N. MACQUARRIE. 
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The Economic Record 


Vor. XXXII, No. 63, NovemBer 1956. The Australian Economy, September 1956: D. C. 
Rowan. The New ealand Economy, 1955/56: G. P. Braxe. Making Economic Policy in 
New Zealand: M. J. Moriarty. The Price Mechanism and the Australian Balance of Pay- 
ments: J. E. Mgape. Ownership and Control of the Electricity Supply Industry in Australia: 
E. A. Bozum. Interstate Road Transport: R. R. Hirst. Structure and Price Determination 
in the New South Wales Road Haulage Industry: H. Korsen. The New Zealand Monetary 
Commission 1955-56: W.P. Hocan. Social and Economic Revolution for the Development of 
Backward Countries: J. P. BetsHaw. Economic Growth and Capital Accumulation: T. W. 
SWAN. 


The South African Journal of Economics 


Vor. 24, No. 4, DecemBer 1956. Lighteenth Century Scottish Political Economy: W. L. 
Taytor. Inter-Colony Migration in Early Victorian Times: A. F. Hatrerstey. The 
Growth of the Middle Income Class in the United States: S. LL. W. MELLEN. The Administra- 
tion and Funding of Pension Schemes: T. A. Murray. A South African Methodological Issue : 
D. SLOAN. 


Finance and Trade Review (Volkskas, Ltd.) 


Vou. II, No. 2, OcroBER-NOovEMBER 1956. Prospects for Future Industrial Development in 
South Africa: H. J. vAN Ecx. Economic Expansion of the Union as Reflected by the Shift of 
White Population (1936-1951): F. F. Winxve and M. F. vAN DER MERWE. 


The Indian Economic Journal 


Vou. IV, No. 2, Ocroper 1956. Standardisation of Production of Large-scale Industry: V. R. 
Privat. Capital—Output Ratios in Indian Industry: G. Rosen. A Survey of the Literature 
on ‘* Investment Criteria ’’ for the Development of Underdeveloped Countries: A. VAIDYANATHAN. 
Welfare versus Growth Economics: A. Darra. Trade Unionism in India: A Critical Assess- 
ment of the Present Position: S. Ram AGRAWAL. 


The Indian Economic Review 
Vou. III, No. 2, Aucust 1956. India’s Agrarian Revolution by Census Redefinition: D. THORNER. 
Application of Investment Criteria in the Choice between Projects: K.N. Ray. Deficit Financing 


and Economic Development: J. BHAGWATI. A Note on Innovations and Economic Progress: 
A. DatTA. 


The National Bank of India Review 


Vou. 3, No. 1, JANUARY 1957. South Asia’s Share of World Trade. Strains and Stresses in 
India’s Second Plan: P. BAREAU. 


International Financial Statistics 
Vou. X, No. 1, JANUARY 1957. New pages and notes for Korea and Syria. 
Vor. X, No. 2, FEsruary 1957. Usual statistical material. 


International Labour Review 


Vot. LXXV, No. 1, JANuARY 1957. Medical and Psychological Aspects of Modern Industry: 
C. Vew. Appraising the Role of Housing in Economic Development: E. J. HOowenstIne. 
Co-ordination of Rehabilitation Services in Canada: 1. CAMPBELL. 

Vor. LX XV, No. 2, Fepruary 1957. A New Approach to Workers’ Housing: L. Mumrorp. 
The Achievement and Significance of Industrial Regulation in Australia: O. DE R. FoENANDER. 
Structural Unemployment and Government Policy: S. PLEASE. 


United Nations Economic Bulletin for Europe 


Vor. 8, No. 3, NoveMBER 1956. Current Economic Developments in Europe. Structural Adapta- 
tion in Eastern and Western Germany. 


Kyklos 


Vor. X, No. 1, 1957. Professor Fellner on Growth and Unemployment: R. F. Harrop. The 
Theory of the Balance of Payments and the Problem of a Common European Currency: T. 
Scrrovsxy. The Future of Fiscal Policy: J. Wiseman. Tendencies and Forces at Work in “4 
Changing World: E. Hemmann. The Business Enterprise as a Subject for Research: P. W.S 
AnprEws. Model-building and Reality: A Case in Point: K. Pur. 
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The Annals of the American Academy of Political and Social Science 
Vox. 309, JANUARY 1957. Disasters and Disaster Relief. 


The Journal of Political Economy 
Vo. LXIV, No. 6, DecemBer 1956. A Contribution to the Aggregative Theory of Wages: 
M. BRONFENBRENNER. A Comparison of Soviet and American Retail Prices in 1950: N. M. 
Kaptan and E. S. WamnsTEIN. The Stereotypes of Classical Transfer Theory: W. E. Mason, 
Bulk-purchase International C dity Agr ts: J. CG. Murpuy. Monopoly, Bigness, and 
Progress: G. W. NUTTER. 


The Review of Economics and Statistics 


VoL. XXXVIII, No. 4, NovemBer 1956. The Economics of Eisenhower: A Symposium: 
S. E. Harris, S. H. Suicurer, P. A. SAMUELSON, W. FELtNER, E. S. SHaw, H. M. 
Groves, H. C. Watuicu, A. C. HARBERGER and N. GotpFincer. Factor Proportions and 
the Structure of American Trade: Further Theoretical and Empirical Analysis: W. LEonT#Er. 
Comments on Samuelson’s Theory of Public Finance: G. Coutm. Surrogative Measurements of 
Expectations: An Example in Estimating the Liquidity Influence on Investment: P. G. DARutnc. 
Means, Thorp, and Neal on Price Inflexibility: J. M. Buatr. Capital and Output in th 
Soviet Union, 1928-1937: A. Eckstein and P. Gutmann. Inter-industry Wage Changes, 
1939-1947: D,M. EtseMann. State Per Capita Income Components 1919-1951: F. A. HANNA. 
Residential-service Construction: A Study of Induced Investment: J. M. Marttixa and W. R, 
Tuompson. Some Notes on City Income Levels: E. MANSFIELD. 


The Southern Economic Journal 


Voit. XXII, No. 3, January 1957. The Scientific Revolution and Its Impact on Modem 
Economics: E. H. ANpERson. A Moneyflows Approach to Consumer Behavior: J. Couen. 
Transport Regulation and the Railroad Problem: M. J. Roperts. Static Models of Average- 
cost Pricing: C. E. Fercuson. Alternative Measures of Labor’s Share: J. W. Beck. Wh 
Wages are Lower in Retailing: J. BACKMAN. Fiscal Problems in the Tennessee Valley States: 
H. L. Macon. 








Industrial and Labor Relations Review 


Vor. 10, No. 2, January 1957. The Soviet Labor Market: E.C. Brown. The Enigma of the 
Clayton Act: D. L. Jones. The Bench-mark Approach to Production Standards: S. BARKIN. 
Business Agents in the Building Trades: A Case Study in a Community: G. Srrauss. Regula- 
tion of Union Elections in Australia: L. S. MEeRRIFIrELD. Economic Rationale of Codetermina- 
tion: A. ScHucHMAN. A Plant-wide Productivity Bonus in a Small Factory: Study of an 
Unsuccessful Case: T. Q.Gttson and M. J. Lercowrrz. New Facts and Interpretations in 
Labor Market Analysis: R. J. LAMPMAN. 


The Journal of Economic History 

Vot. XVI, No. 4, DecemBer 1956. Special issue on The American West as an Under- 
developed Region. American Development Policy: The Case of Internal Improvements: C. 
GoopricH. Government Altitudes Toward Western Economic Problems: V. C. Fowxe and 
F. G. Hitt. Sources of Capital for Western Development: C. C. Spence, O. O. WINTHER 
and D.C. Nortu. Business Leadership in the West: R. R. Wont, A. L. THRockmorton, 
F. W. KouHtmeyer and J. W. THompson. Interregional Economic Relations: D. F. Down 
and D. L. KEMMERER. 


Explorations in Entrepreneurial History 
Vo . 9, No. 2, DEcEMBER 1956. Educational Background and Career History of British Managers, 
with some American Comparisons: R. G. Stewart and P. Duncan-Jones. Tokugawa 


’ Feudalism and the Emergence of New Leaders in Early Modern Japan: Kee Iu Cuot. The 
C.A.T. Company: A Case Study in Arab Entrepreneurship: W.W. MILuer. 


Foreign Affairs 
Vor. 35, No. 2, January 1957. Reconstruction of an Alliance: G. CROWTHER. The Crisis 
in the Soviet Empire: H. L. Roperts. Britain and the Common Market: R. F. Harrop. 


The Economic Cold War: Soviet Economic Growth: C. B. Hoover; American Policy and 
the Soviet Economic Offensive: W. L. THorp. 
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Economic Geography 
Vor. 33, No. 1, JANUARY 1957. Railways and Ports in French West Africa: B. E. Tuomas. 
Some Aspects of Industrial Diversification in the United States: A. Ropcers. The Intensification 
of Finnish Farming: S. JaaTinen and W. R. Meap. Twenty-five Years’ Use of the 9-foot 
Ohio River Channel: T. F. Barton. Examples of Changing Peasant Agriculture in Croatia, 
Yugoslavia: W. B. Jounston and I. Crxvencéic. Land Use at Soba, Zaria Province, Northern 
Nigeria: R. M. PRoTuHero. 


The Journal of Accountancy 
Vor. 103, No. 1, January 1957. An Executive Looks at Accountancy: O. W. Knautu. 
The CPA Standards Report: A. M. CANNon. Auditing and Internal Control: G. R. Byrne. 
Vor. 103, No. 2, Fesruary 1957. Internal Control and Responsibility: S. Levy. Presentation 
of Special Reports: J. W. QueEENAN. Bringing in Partners: N. Conway. Organizing for 
Management Services: L. A. Ryan. Business Combinations. 


Revue d’ Economie Politique 
Vor. 67, No. 1, JANUARY-FeBRUARY 1957. Adolphe Landry, 1874-1956: R. Courtin. 
L'économie globale et l’étalon des valeurs: J. Ruerr. De l’ambiguité des critéres de distinction a 
la prétendue opposition de la micro et de la macro-économie: R. Courtin. Le probléme de 
Pagrégation: J. Boupevitie. Ligquidités et flux de dépenses: J. AVENTUR. 


Revue de Science Financiére 
Vor. XLIX, No. 1, JanuARY—Marcu 1957. L’Assistance Technique des Nations Unies en 
matiére financiére: H. S. Brocu. Un impét progressif sur la dépense: R. MArRjoLin. 
** Fiscal Policy’’: G. Scumoeupers. L’affectation des réserves et Vimpét: D. Bompis. 
Chronique financiére frangaise: H. Krier. Chronique économique de la France d’Outre-Mer: 
G. Lepuc. 


Journal de la Société de Statistique de Paris 


Vou. 97, No. 10-11-12, OcropER-NoOvVEMBER—DECEMBER 1956. Hasard et probabilité dans 
les problémes de circulation routiére: A. Scuuni. Discussion sur la définition du mot ‘‘Statistique.”’ 


Population 
Vou, 11, No. 4, OcropER-DEcEMBER 1956. Adolphe Landry: A. Sauvy. La Statistique et 
la description sociale de Paris: L. GQHEVALIER. Disparités régionales de la fécondité des mariages : 
J. C. Cuasretanp and L. Henry. L’évolution de la mortalité par suicide en France et a 
Péranger: J. Daric. La répartition géographique de la population frangaise et l’aménagement 
du territoire: N. PERRIN. 


Bulletin de V Institut de Recherches Economiques et Sociales 
Vot. XXIII, No. 1, January 1957. La conjoncture économique de la Belgique: M. Worrrin. 


Revue de I’ Institut de Sociologie 
No. 2-3, 1956. Contribution a l’analyse des groupes d’intérét dans la vie politique frangaise: 
J. Meynaup. Le Kitawala au Congo belge: J. P. Pautus. Organisation sociale du travail 
dans la palmeraie Adioukrou: M. Durtre. La compréthension du récit filmique et les réactions 
affectives suscitées par le spectacle cinématographique: F. Ropaye. Méthodologie de l’enquéte 
régionale: J. ROpcxe. Echelle mobile des revenus et incidence de la variation de prix sur les 
dépenses et les recettes de l’etat: M. FRANK. 


Schmollers Fahrbuch 
Vor. 77, No. 1, 1957. Grenznutzentheorie und Preishestimmung: E. Korner. Die Ordnung 
der Berufe nach der Arbeitsschwere als systematische Aufgabe: H.Speruinc. ur Gewerkschafts- 
politik der Gegenwart: A. Dissincer. Land und Leute im deutschen Heer: E. HOBENER. 
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Wirtschaft und Statistik 


Vor. 9, No. 1, JANUARY 1957. Die industrielle Produktion im Jahr 1956: H. A. REICHENBACH, 

Vor. 9, No. 2, Fespruary 1957. Kosten- und Ertragslage der arztlichen und zahndarztlichen 
Praxen im Jahr 1954: G. Lance. Alters- und Krankenversicherung der Betriebsinhaber und 
threr Familienangehorigen in der Landwirtschaft 1956. 


Jahrbiicher fiir Nationalokonomie und Statistik 


Vo. 168, No. 5-6, Fesruary 1957. Der Erkenntniswert der Wachstumsmodelle: K. Ross. 
Mathematik und Wirtschaftstheorie: H. Brems. Der urspriingliche Vierjahresplan: A, 
Scuweitzer. Die Wikingerziige in ihrer Bedeutung fiir die Belebung der Geldwirtschaft im 
yor Mittelalter: J. VAN KLAVEREN. Bemerkungen zu der Landaufteilung in Platos ** Geset. 

A. E. Orr. 


Weltwirtschaftliches Archiv 


Vot. 77, No. 2, 1956. On the Theory of Income Distribution: J. TinseRGEN. Der Umfang 
der staatlichen Tatigheit und ihre rian Wirkungen: W. AvBers. Das Ruleatagh 
verhdltnis als Index des Aussenhandels J. LapemMann. Standort und Intensitat, ein 
Beitrag zur Standortstheorie des Landbaus: H. ‘ramen. 








Reitschrift fiir die Gesamte Staatswissenschaft 
Vo. 113, No. 1, 1957. Wirtschaft und Gesellschaft Indiens: D. N. BANERJEE, N. V. Sovani, 
B. C, Desat, M. B. Desar, L. A. NATEsAN, V. V. BHatr, D. T. Lakpawa ta, A. R. Desar, 
W. E. MUHLMANN and W. G. HorrMann. 


Aussenwirtschaft 


Vout. 11, No. 4, DecemBer 1956. Betrachtungen zur Aussenwirtschaftspolitik: T. Keer, 
A. BossHaRDT and A. Nypeccer. Die Schweizerische Zahlungsverkehrspolitik: E. Stopper. 
Der Aussenhandel zwischen Landern mit verscheidener Produktivitats-Wachstumsrate: E. Huss. 


Bayern in Zahlen 

Vot. 10, No. 12, DEcEmMBER 1956. Die Auslénder in Bayern 1956: W. Mater. Alter und 
soziale Stellung der Vater der 1955 echelich Lebendgeborenen in Bayern: W. Mater. Personal 
und Leistungen der Gesundheitsémter in Bayern 1955: J. Firser. Die éffentlichen Aufwendungen 
fiir das Strassennetz in Bayern: J. WIRNSHOFER. 

Vout. 11, No. 1, January 1957. Das Geburtsland der Zuwanderer: W. Mater. Die Hack- 
Sruchternte in Bayern 1956: V. Branves. Anbau und Ernte von Zwischenfriichten in Bayem 
1956: J. Excutncer. Die Textilindustrie in Bayern: L. Lewwertcn. Die regionalen Unter- 
schiede der Realsteuerkraft in Bayern: J. WIRNSHOFER. 

Vor. 11, No. 2, Fesruary 1957. Die meldepflichtigen iibertragbaren Krankheiten in Bayem 
1956: J. Firser. Die Ertrage des Futterbaues in Bayern 1956: F. Heiter. Die Obsternte 
in Bayern 1956: V. Branpves. Die Arbeitszeitverhdltnisse in der bayerische Industrie: K. 
Wosse. JInterzonenhandel Bayerns im Jahre 1956: J. LeieNer. Versteuerung von Schaumwein 
und schaumweindhnlichen Getrénken in Bayern: R. SCHACHTNER. Die Zusammensetzung des 
privaten Verbrauchs in bduerlichen Haushaltungen : H. Scumucker. Die Witterung in Bayem 
im Jahre 1956. 


Monatsberichte des Osterreichischen Institutes fiir Wirtschaftsforschung 


Voi. XXIX, No. 12, DecemBer 1956. Die dsterreichische Konjunktur an der Jahreswende 
1956/57. Die wirtschaftliche Lage auf den einzelnen Gebieten. Kur Konjunkturlage der Industrie 
Ende 1956. Osterreichs Eisenindustrie und die Montan-Union. Der Fremdenverkehr im Jahre 
1955/56. Osterreichs Volkseinkommen im Jahre 1955. 

Vor. XXX, No. 1, January 1957. Die wirtschaftliche Lage in Osterreich. Die Fleischversorgung 
im Fahre 1957. Bericht iiber die Ordentliche Generalversammlung. Die dsterreichische Erdélwirl- 
schaft. 


De Economist 


No. 1, January 1957. Ut de geschiedenis van ’s Rijks vlottende schuld: A. M. ve Jonc. Die 
overheidszorg voor de Amerikaanse landbouw: J. P. TRIPPELAAR. 
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No. 2, Fesruary 1957. Ut de geschiedenis van’s Rijks viottende schuld: II: A. M. ve Jone. 
De teorie van Allais betreffende de onzekerheid en de definitie van rationeel handelen in de ekonomie: 
H. RiKEN VAN OLSsT. 


Nationalekonomisk Tidsskrift 
Vor. 94, No. 5-6, 1956. Samordningsudvalgets Rapport: J. PepERsEN. To Beskaeftigelses- 
teorier: J. H. Gettinc. Om Betingelserne for Ekspansion af Dansk Industri: A. L. RyTTER. 


Okonomi og Politik 


Vor. 30, No. 4, 1956. De sidste ars politiske udvikling i Sovjetunionen: E.Bacu. De israelske 
partier og den religionspolitiske kamp 1948-56: P. DoLLERuP. 


Ekonomisk Tidskrift 


Vor. LVIII, No. 4, DecemBer 1956. De ekonomiska beslutens katalysatorer: J. AKERMAN. 
Produktivitetsproblem i den penning- och lénepolitiska diskussionen i vart land: R. BENTZEL. 


Skandinaviska Banken Quarterly Review 


Vor. 38, No. 1, JANuARY 1957. Certain Aspects of the Economic Position of Great Britain: P. 
Jacossson. Views on an Effective Credit Policy: E. LunpBerc and B. Sennesy. Why do 
People Buy?: O. HENELL. 


Liiketaloudellinen Aikakauskirja (Finnish Text) 
No. IV, 1956. Resale Price Maintenance and the Price Level of Consumer Goods: M. Kaskites. 
Marketing Channels in International Wool Trade: J. Honxo. Aspects of the Typology of 
Business Organisation Theory: L. Autstept. Leadership in the Workplace: L. PELKONEN. 


Giornale degli Economisti e Annali di Economia 


Vor. XV, No. 9-10, SEpTEMBER—OcTOBER 1956. Storicismo e materialismo storico: P. 
Rosst. Interdipendenza delle forze di sviluppo economico: livello generale e livelli relativi dei 
prezzi: C. Arena. La scelta tra ipotesi statistiche: T’impostazione della teoria del comporta- 
mento induttivo secondo Braithwaite: F. Brampitua. Sul concetto d’ ‘‘ entelechiano”’: E. 
ZACCAGNINI. La teoria della condotta economica dello Stato: G. DELLA PorRTA. 


Banco Nazionale del Lavoro Quarterly Review 


Vor. IX, No. 39, Decemper 1956. Some Characteristics of Italian Economic Development, 
1950-1955: V.C. Lutz. Industrial Production in Western Europe and the United States, 1901- 
1955: V. Paretti and G. Brocw. The Special Account Procedure as a Technique of Central 
Bank Control: H. W. ARNDT. 


Review of the Economic Conditions in Italy (Banco di Roma) 


Vor. XI, No. 1, JanuARyY 1957. Monetary Policy and ‘‘ Full Employment”’: C. BresctAnt 
Turroni. Jtaly’s Achievements and Experiences in Depressed Areas: L. MAGNANI. 


Economia Internazionale 


VoL. IX, No. 4, NovempBer 1956. Lineamenti di una teoria dell’espansione delle economie 
progressive (Parte III): M. Fanno. The Loss from Trade Restriction: M. Fieminc. Il 
ripristino della convertibilita e l’alternativa fra cambi fissi e cambi fluttuati: F.Vrro. Il problema 
dinamico dell’imprenditore: VV. Strotti. La misurazione dell’effetto del Benelux: M. M. 
Kristen. The American Cotton Dilemma and its International Repercussions: W. ROBERTSON. 


Critica Economica 
No. 6, DEcEMBER 1956. Cenni storici sulle lotte per il collocamento e l’imponibile in agricoltura: 
R. ZanGHERI. Per una discussione sulla funzione economica del collocamento e dell’imponibile : 
D. Tost. L’imponibile strumento di una moderna politica agraria: I. BARBADORO. La piazza, 
il collocamento e l’imponibile di mano d’opera nei centri agricoli pugliesi: A. Romeo. Gli effetti 
della meccanizzazione in agricoltura in provincia di Foggia con particolare riguardo al mercato del 
lavoro ed all’imponibile: L. Conte. 
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Metroeconomica 


q Vor. VIII, No. 3, DecemBer 1956. Marshallian and Paretian Stems: G. L. S. SHAcktz, 
On the Division of Labour in Teams: M. J. BecKMANN. Note sur les quadrants économiques 
d’ offre et de demande: G. H. Bosguet. An Analysis of the Capitalist Process of Reproduction: 
M. Morisoima. A Simple Device for Approximating Solution of Dynamic Systems Occurring in 
Economics: T. K. SHu-CHvuanc. 


Archive of Economic and Social Sciences (Greek Text) 
Vo. 36, OcroBER-DECEMBER 1956. Money: Introduction to Theory and Practice: M.Gotem, 
Economic Results of International Exposition of Salonica: M. Necrepontt. The Congress of th 
International Institute of Public Finance: J. SucaRa. 


Moneda y Credito 
No. 59, DecemBer 1956. La dindmica del crédito agropecuario: O. Castro. 
sobre la economta de los Estados Unidos: L. REIERSON. 
del suelo: R. O. WERNER. 


Observaciones 
El banco americano para la fertilidad 


Revista de Economia 


Vou. IX, No. III, SepremBer 1956. Acerca do estudo da economia portuguesa: A. M. SA da 
Costa. Les fluctuations économiques au XVIéme siécle—Problémes de diagnostic et d’interprétation: 
V. M. Gopinuo. 


Economic Bulletin of the National Bank of Egypt 


Vou. IX, No. 3, 1956. The Financial Position of the Former Suez Canal Company. Balance of 
Payments Estimates Fanuary—Fune 1956. Road Transport in Egypt. 

Voi. IX, No. 4, 1956. Egypt’s Balance of Payments Estimates, January—September 1956. 
Capital Formation and Capital/Output Ratio in Egypt. Some Recent Trends in Central and 
Commercial Banking Legislation. 


Voprosy Ekonomiki (Russian text) 
No. 12, 1956. A Fighting Programme for the Further Upsurge of the Socialist Economy. The 





















Economic Views of G. V. Plekhanov: 1. BROVER. 





On the Place of Capital Formation in Socialist 


Reproduction: V. Grrovsky. 





On Improving the Administrative Structure of Industry: F. 


SAVENKOV. 





The Further Strengthening of the Socialist Economy of China: S. SLADKOvsKY. 


The National Income of the United States from 1929 to 1954: M. Koxtcanov. A Century of 
Agrarian Colonization in Argentina: J. Garcia. On Accounting the Value of Production: 
S. Srrumiuin. On Further Incentives Needed to Stimulate Flax-growing: S,. TERESHCHENKO. 
Summary of Contributions on the Computation of Production Costs on Collective Farms. 
















Planovoe Khozyaistvo (Russian text) 

No. 6, 1956. Ways to Improve Industrial Norm-fixing: P. PerrocHenxo. The Automation 
of Production—A Most Important Step in Technical Progress: S. Krastvsky. On the De- 
lineation of the Economic Regions of the U.S.S.R.: P. Avamprev. The Training of Workers 
and Specialists in the Sixth Five-year Plan: M. Cutsryaxov. Per Capita Production and 
Some Problems of Long-term Planning: Ya. YorFe. Fully Use the Productive Capacity of Medium- 
and Small-sized Engineering Plants: Ku. DzHautttov. Planning in the Democratic Republic of 
Viet-Nam. The Draft Second Five-year Plan of India. 


Finansy S.S.S.R. (Russian text) 


No. 9, 1956. Improve Organization and Methods in the Financial System. For a Higher Stage 
in Scientific Studies of Finance: A. ALEKSANDROV. Important Problems of Economies in Con- 
struction: A. FERBERG. Symposium on the Improvement of the Administrative System: A. 
Koroviy, P. Sporov, M. ANosHkin and A. Burov. The Establishment of Normal Outlays 
by Budget-financed Agencies: V. Socovev, N. Burvicu and P. Metreveti. Scope for Cutting 
Per-Quintal Costs of Payments in Kind for MTS Services: A. Votovik and M. SLavKIN. 
Strengthen the Local Staffs of the Agricultural Bank: A. Ocoropnixov. Deductions from 

Profits and their Significance in the Czechoslovak State Budget: M. KoupELKa. 
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1957} 


No. 10, 1956. Raise the Level of Financial Work and More Speedily Eliminate Shortcomings. 
The Effectiveness and Sources of Finance for Modernizing Equipment: Yu. Kozyrev. Problems 
in the Establishment of State Farm Working Capital: V. Semenov. More on Decentralised 
Accounts: M. Muxuin, A. Beckin and E. Smirnov. Some Characteristics of Price Formation 
in Rumania: R. Menescu. Indian Public Finance: N.Gropxo and L. FRE. 

No. 11, 1956. Greater Attention Should Be Paid to Letters, Applications and Requests of Workers. 
Raise the Profitability and Cut Materials Outlay in Production: V. LevcHux. The Economic 
Significance and Methods of Equipment Censuses: P. Bunicu. Extend Autonomous Financing in 
Forestry Enterprises and Increase the Income of Forestry: D. ANDRosov. Prepare 1957 Tax 
Assessments in an Exemplary Manner: D. Burmistrov. For a Radical Improvement in the 
Work of Savings Banks: V. Kruciov and L. Kats. Some Problems in Fixing Maintenance 
Expenditures for General Schools: K. Supportna. An Important Reserve for Cutting the Costs 
of Building Materials: A. Datn. State Financial Control in Pre-revolutionary Russia: V. 
MITROFANOV. 


Dengi i Kredit (Russian text) 

No. 10, 1956. The Decisive Quarter of the Year. Some Problems in Planning Credit Issue: 
N. Barkovsky. On the Theory of Credit in the U.S.S.R.: G. SHvaRTs. On Price Formation 
and Bank Control in the Meat and Dairy Industry: M.InGERMAN. The Effectiveness of Credits 
for New Technology: O. Kapinsxy. Results of Socialist Competitions among Ukranian Bank 
Officials: G. KovaLenxo. The Indian Credit System—I: L. Gurxson. 

No. 11, 1956. The State Bank of the Country of Socialism. On Drawing Up Balances of Personal 
Incomes and Outlays on a Regional Basis—I: G. Kacanov. Intensify Credit Links with 
Heavy Industry: P. IcnatEv and I.Goxip. Credit Outlays for Mechanisation in Heavy Indus- 
trial Enterprises: 1. LEvcuHux and I. Lexutster. The Grant of Credits to Industrial Enterprises 
on the Turnover of Material Stocks: M.Ortova. The Indian Credit System—II: L. Guixson. 

No. 12, 1956. Raise the Quality of Bank Control. Intensify Credit Links with Heavy Industry: 
Z. Metamup. Problems of Trade Credits: 1. SHRAIBER. Control by the Rouble in Seasonal 
Industries: A. Kosoy. On Drawing Up Balances of Personal Incomes and Outlays on a Regional 
Basis—II: G. Kacanov. Is the Preliminary Acceptance Really Necessary?: A. SPassky. 
Money and Credit in the Service of Building Socialism in China: E. GREBENNIKOVA. 


Ekonomista (Polish text, English and Russian summaries) 


No. 6, 1956. On Proportions and Disproportions in the Polish Economy: K. Secomsxi. Pro- 
portions between Departments I and II of the Social Product: W.Sapowsxt. The Gross Effective- 
ness Index as a Measure of Economic Activity in Industrial Enterprises: J. HAMERLINSKI. A 
Method of Calculating Production Costs in Agricultural Co-operatives: Z. GROCHOWSKI. 
Bullionism—The Economic Ideology of the Polish Gentry in the Seventeenth Century: J. GOrsk1. 
Principal Factors in the Stability of Market Trends in Western Europe since 1952. The First 
International Congress of Economists in Rome: W. Brus, J. DREwNowsk! and B. OyRZANOWSKI. 
Some Problems on the Balance of the National Economy: J.Gaypa. On the Criticism of the Theory 
of Bourgeois Economy. 


Gospodarka Planowa (Polish text) 


NoveMBER 1956. After the VIII Party Plenum. Certain Problems of Efficiency in the Develop- 
ment of Polish Iron-ore Mining: A. ApamczyKx. Trends in the Development of Reducing 
Investment Costs in the Coal-mining Industry: T. Muszxiet. Problems of Intensifying Economic 
Activity in the Smaller Towns of the Wroclaw Voivodship: Z. Karst. A Discussion on Com- 
pulsory Deliveries, State Purchases and Contracts in Agriculture: J. Wierzpicxt. An Attempt 
to Analyse the Changes Proposed for the Management of Enterprises: H. W1rKowskt. 

DecemBer 1956. The Need for a Rapid and Fundamental Change in the System of Planning and 
Financing Investment and Repairs: W. Lissowskt and S. Baran. On New Methods of 
Management in Forestry: R. FRomer and T. MarszaLex. The Problem of Waste: M. 
Ortowski. Economic Analysis of the Supply to Rural Localities: A. Grassxt. The Most 
Important Problems Connected with Saving Timber: M. PomiANowskI. 

January 1957. The Principle of Central Planning and the Role of the New Planning Commission : 
K. Secomsxi. The Structure of the Plan for the National Economy: P. Sutmicxi. The 
Execution of the Six-year Plan of Investment: A. SZERWENTKE. The Methods of Preparing a 
Long-term Plan: T. Mrzycr6p. The Principal Trends of Economic Development of the 

Warsaw Region: K. Limr. 
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Planované Hospoddrstvi (Czech text) 


No. 10, 1956. Long-term Development Planning in Czechoslovakia: K. Rovinex and Z. Kaspag, 
On the Tasks of Internal Trade during the Second Five-year Plan: J. PATEK. Adjustment of 
State Wholesale Prices in the Foundry Industry: J. Typott. The Economy of the German 
Democratic Republic in the Second Five-year Plan: G. Kropr. Shortcomings in the Present 
Organisation of Marketing Ready-made Clothes: J. VonpREJc and O. MEsAROS. 


Finansi i Kredit (Bulgarian text) 

No. 10, 1956. The 39th Anniversary of the Great October Socialist Revolution. The Pricing 
of Agricultural Produce: K. Lazarov. Some Problems of the National Income: P. Petrov. 
The Essence of the Changes in Credit Supply Foreseen in the Proposed Lending Regulations of the 
Bulgarian National Bank: G. Terztev. The Economic Analysis of Capital Construction 
Arranged by the Bulgarian Investment Bank: M. Stoicuev. 


Ikonomicheska Misl (Bulgarian text) 


No. 4, 1956. Todor Pavlov and Economics. The Rate of Growth of Industrial Production, 
Structural Changes and Technical Progress in our Industry: T. ANGELov. The Economics of the 
Turnover Tax: G. Petrov. The Effect of the Law of ‘‘ To Each According to his Work”: 
R. Gocueva. Transport as an Economic Sector: N. Doinov. Some Unsolved Problems in 
Cutting Production Costs on State Farms: D. Kinov. Long-term Credits for Co-operative Farms: 
K. Zanev. The Struggle for Middle East Oil: T. Yutcuev. Improvements in Quality and 
Variety in the Textile Industry: P. Sprrkov and V. Vurov. 


Ekonomist (Croat text, English summaries) 


No. 3, 1956. Economic Fundamentals of a Long-term Plan: K. Mrnattovic. Marx’s Scheme 
of Capital Reproduction and the Gross National Product: A. Bayr. A Projection of the Skill 
Structure and of the Educational Level of Manpower in Yugoslavia: T. Muttna and R. 
Cvetxovic. The Problem of the Reform of Railway Rates: M. AvexsiG. A Symposium on 
the Methodology of Long-term Planning (held at the Federal Planning Institute). 


Probleme Economice (Rumanian text, French and Russian summaries) 


No. 11, 1956. The Continuing Progress of the Economy of the U.S.S.R. Some Problems on Fixing 
the Normal Level of Production Stocks: M. Srstanu. The Location of the Food Industry: 
E. TRATTNER. Some Aspects of the 1929-33 Economic Crisis in Rumanian Industry and Agri- 
culture: NN. Marco. Chinese Foreign Trade: Cxuto Cut Cran. The Problem of the 
Socialist Transformation of Agriculture in the German Democratic Republic: R. ZreRDEL. The 
Economic Development of Mongolia: E. TRoNARU. Some Industries on the Place of Imperialist 
Germany in World Capitalism: I. Lancr. Bourgeois Theories on the Economic Aspects of Auto- 
mation: M.Dma. Aspects of the Economies of Near and Middle Eastern Countries: S. VERONA. 

No. 12, 1956. Social Structure and Class in the Rumanian People’s Republic: M. Dutea. 
Problems in Planning the Engineering Industry: V.1.Sava. Economic Effects of Standardization 
in Construction: I. Vinci. and V. Hopu. The Calculation of Production Costs in Small and 
Medium Farms: D. ScHarrstein. Scope for Reducing Costs in Trade: C. Danctu and A. 
Snax. Some Aspects of the Teaching of Costing at the Lenin Institute of Economics and Planning: 
M. Nicotagscu and D. Marcutescu. Current Problems of Manpower Requirements in the 
U.S.S.R.: M. Sontn. The Development of Yugoslav Foreign Trade: G. Gavrica. On the 
Methods of Establishing Wholesale Prices: M. Laxer. Fetishism about Defining Commodities: 
I. Apam. The Economic Collaboration of Finland with Socialist States: A. Martus. 

No. 1, 1957. The Unity and Cohesion of Socialist States. A Means to Technological Progress— 

the Modernization of Equipment: H. D. Stertan. Aspects of Cost Prices in MTS: N. 

BrasovEanu, M. Zanaria and C. Enacua. Problems of Cost Prices in State Farms of the 

Bucharest Region: V. BaGutnscuH1. Commassation and its Role in the Socialist Transformation 

of Agriculture: V. Spirtwon. The Evolution of the Banking System in Our Country: M. 

NastaseE. The Nature of the Railway Concessions Granted in the Bourgeois—Agrarian Period: 

T. Savin. On Certain Aspects of the Trade Cycle in the Principal Capitalist States: I. VERVERCA. 

The Economic Concepts of B.P. Hagdeu: C. Dumrrrescu and D. Teopura. On the Establish- 

ment of Wholesale Prices: 1. BLAGA. 
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Statisztikai Szemle (Hungarian text, English and Russian summaries) 

OcroBEeR 1956. Population Movements in 1955 in Hungary: Gy. AcsAp1 and E. Szapapy. 

National Income Statistics in Czechoslovakia: V. NacutTiGaL. Production Costs of Certain 

Products in 1955: Gy. Reyr6é. Development of the Demand for Commodities by Peasants: 

I. Feny6 and F. Zara. Some Problems of Productivity Analysis in Coal Mining: Gy. JAGER. 





NEW BOOKS 
British 
AITCHISON (J.) and Brown (J. A. C.). The Lognormal Distribution, with special 
reference to its uses in economics. University of Cambridge, Department of Applied 


Economics Monograph No. 5. London: Cambridge University Press, 1957. 10”. Pp. 
xvii + 176. 35s. 


[To be reviewed. ] 


AusreEY (H. G.). United States Imports and World Trade. London: Oxford Uni- 
versity Press, 1957. 9”. Pp. 169. 2ls. 


[To be reviewed. ] 


Bett (C.). Old Friends. Personal recollections. London: Chatto & Windus, 
1956. 9”. Pp. 200. 2ls. 


[To be reviewed. ] 


Betitamy (D.). The Domestic Consumer. An address delivered to the eighth annual 
meeting of the British Electrical Power Convention. London: British Electrical Power 
Convention, 1956. 84”. Pp. 77. 


[Mr. Bellamy is Chairman of the Yorkshire Electricity Board. In this paper he discusses first 
questions of cost and load development on the supply side, thus bringing up to date an earlier paper 
ofhis. He then proceeds to consider in more detail the present and possible future uses of electricity 
in existing houses and in new-built houses. His paper is followed by a report of the discussion that 
it elicited at the Conference where it was delivered.] 


Birnie (A.). A Short Economic History of the United States. London: University 
Tutorial Press, 1956. 74’. Pp. 146. 7s. 6d. 


[To be reviewed.] 


CarpweLt (D. S. L.). The Organisation of Science in England. A retrospect. 
London: Heinemann, 1957. 9”. Pp. 204. 18s. 


[To be reviewed.] 


Crump (N.). The A B C of the Foreign Exchanges. 12th edition. London: Mac- 
millan, 1957. 8”. Pp. 374. 16s. 


[This work was completely revised and rewritten for its last edition in 1951. Mr. Crump has 
now brought it up to date to describe conditions as they stood at the beginning of 1956. A large 
part of the task of revision has consisted of cutting out descriptions of exchange restrictions that have 
been abolished since 1951.] 


Davipson (B. R.) and Wrssertey (G. P.). The Agricultural Significance of the Hills. 
Wye: Department of Agricultural Economics, Wye College, University of London, 1956. 
=: Pp. 63: ‘Ss. 


[The purpose of this is to provide quantitative information to help in the formulation of policy 
towards upland and hill farming in Great Britain. The farms in question occupy 31% of the 
agricultural land in the country, including rough grazing. More than half of this is in Scotland. 
They produce about 4% of the nation’s agricultural output by value. Their contribution to total 
slaughterings of sheep in the country is considerable—between 30 and 50%. As is to be expected, 
the value of output per unit of input is less than in lowland farms, but this divergence has tended 
to diminish. The authors show that the proportion of all agricultural subsidies accruing to hill 
farmers is somewhat less than these farmers’ proportional contribution to the total value of agri- 
cultural output, so that in a sense it does not appear that they are receiving unduly favourable 
treatment, although of course it remains open to question whether the resources they employ might 
not find better use elsewhere. } 
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Exuiotr (F.) and Summersxitt (M.). A Dictionary of Politics. Harmondsworth: 
Penguin Books, 1957. 7” Pp. 329. 4s. 

[The items are alphabetically arranged, with about two or three to the page on the average, 
The majority of them relate to countries, persons or institutions important in present-day affairs, 
A fair proportion of more general items are also included: thus Absolutism, Agent Provocateur, 

ion, Anarchism, Anti-Semitism, to take some examples from the first thirty pages. There 
are comparatively few specifically economic entries, but those that there are are in general balanced 
and well-informed. The authors fall below their usual standard of accuracy in their definition 
of the terms of trade as “‘ the relationship between the demand for a country’s exports and the cost 
of its imports.’’] 


FarMER (B. H.). Pioneer Peasant Colonization in Ceylon. A study in Asian agrarian 
problems. London: Oxford University Press for the Royal Institute of International 
Affairs, 1957. 9”. Pp. xv + 387. 55s. 


[To be reviewed.] 


Fercuson (J.) and Cunnison (J.). In Their Early Twenties. A study of Glasgow 
youth. London: Oxford University Press for the Nuffield Foundation, 1956. 8}”. 
Pp. 110. 12s. 6d. 

[To be reviewed.] 


FLorencE (L. S.). Progress Report on Birth Control. London: Heinemann, 1956, 
74”. Pp. 260. 2ls. 

[This describes the work of the Birmingham Family Planning Clinic and in particular the results 
ofa survey and follow-up of patients who registered at the Clinic in 1948. One of the most interest- 
ing of the findings is that the contraceptive method most commonly favoured by the medical 
experts is, for reasons that are not always entirely clear, unpopular with a considerable proportion 
of women. Despite the great progress that has been made, the purely medical side of the problem 
must therefore be regarded as not yet fully solved.] 


Fiorence (P. S.). Industry and the State. Hutchinson’s University Library. 
London: Hutchinson, 1957. 73”. Pp. 196. 10s. 6d. 
[To be reviewed.] 


Goucu (J. W.). The Social Contract. A critical study of its development. Second 
edition. London: Oxford University Press, 1957. 9”. Pp. 259. 30s. 


[The first edition of this book appeared in 1936 and has become a standard work. The author 
has revised it and rewritten certain parts that seemed to him to be inadequate.]} 


GraarF (J. DE V.). Theoretical Welfare Economics. London: Cambridge Uni- 
versity Press, 1957. 9”. Pp. 178. 22s. 6d. 
[To be reviewed.] 


Graduate Employment. A sample survey by PEP. London: Political and Economic 
Planning in conjunction with Allen & Unwin, 1956. 9’. Pp. 300. 30s. 
[To be reviewed.] 


Havperin (H.). Changing Patterns in Israel Agriculture. London: Routledge & 
Kegan Paul, 1957. 9”. Pp. 290. 28s. 

[The author of this book is Director General of the Israel Bank of Agriculture and a former 
Director General of the Israeli Ministry of Agriculture. He has written a factual and not par- 
ticularly critical account of recent trends and of the present position in agriculture in his country, 
dealing with such topics as agricultural geography, resources of land and water, changes in the 
Arab village and in the various types of Jewish settlement, the role of agriculture in the national 
economy (in a simple manner) and official agricultural policy. His book is not without con- 
fusions and oddities of arrangement, and some passages may strike the reader as naive, but never- 
theless it will be a useful source of recent facts and figures.] 


Harsury (C. D.). Descriptive Economics. London: Pitman, 1957. 7}. Pp. 
258. 12s. 
[To be reviewed.] 


Hit (Potty). The Gold Coast Cocoa Farmer. A preliminary survey. London: 
Oxford University Press, 1957. 84”. Pp. 140. 16s. 
[To be reviewed.} 
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Industrial Trade Associations. Activities and organisation. A report by PEP. 
London: Political and Economic Planning and Allen & Unwin, 1957. 9”. Pp. xiii + 
40. 30s. 

[To be reviewed.] 


Jones (P. p’A.). An Economic History of the United States since 1783. London: 
Routledge & Kegan Paul, 1956. 9”. Pp. 280. 2ls. 
[To be reviewed.] 


Lees (D. S.), APPLEYARD (W.), Hocc (D. A.), Kerxtinc (H.), Watson (T.) and 
Roserts (S. P.). Local Expenditure and Exchequer Grants. A Research Study for the 
Institute of Municipal Treasurers and Accountants. London: Institute of Municipal 
Treasurers and Accountants (1 Buckingham Place, S.W.1), 1956. 9’. Pp. 352. 42s. 

[To be reviewed.] 


Lirtte (L. T.). Economics for Students. Fourteenth Edition. London: Jordan, 
1956. 73.” Pp.652. 18s. 6d. 
[To be reviewed.] 


MaTHER (L. C.). Banker and Customer Relationship and the Accounts of Personal 
Customers. London: Waterlow, 1957. 10”. Pp. 291. 25s. 

[This is a reprint of articles recently published in The Bankers’ Magazine, designed for the 
guidance of the practical branch banker. Its object is to explain the legal principles regarding the 
various aspects of relations between banker and personal customer and then to show how these 
principles apply in practice.] 


Meyer (F. V.). United Kingdom Trade with Europe. London: Bowes & Bowes, 
1957. 9”. Pp. 197. 21s. 


[To be reviewed.] 


Mune (A. M.) and Laine (A.). The Obligation of Carry. An examination of the 
development of the obligations owed to the public by British railways. London: The 
Institute of Transport, 1956. 84”. Pp. 129. 5s. 


[To be reviewed.] 


MincuinTon (W. E.). The British Tinplate Industry. A history. London: Oxford 
University Press, 1957. 9”. Pp. 286. 35s. 


[To be be reviewed.]} 


NEEDHAM (J.). Science and Civilisation in China. Vol. 2: History of Scientific 
Thought. London: Cambridge University Press, 1956. 10”. Pp. 696. 80s. 


[To be reviewed.] 


Nevin (E. T.) (Ed.). The Social Accounts of the Welsh Economy 1948 to 1952. 
Welsh Economic Studies No. 1. Aberystwyth: University College of Wales, 1956. 
Il. Pp. xiv. + 17. 

[This elaborate set of social accounts for Wales, based on estimates prepared by the Welsh 
economic Research Group, is designed as a replica at the regional level of the Blue Book estimates 
for the United Kingdom. There is a short introduction to the tables and a statistical appendix 
indicating the sources of the estimates. Those interested in the levels and performance of the 
Welsh economy relatively to the United Kingdom will find much useful information here, How- 
ever, the conceptual problems of defining a system of regional social accounts are largely ignored. 
ltisnot obvious, for example, how the consumers’ expenditure generating the output of enterprises 
operating in Wales comes to be equal to the consumption expenditure of persons resident in Wales, 
The fact that the links between the accounts are not adequately explained makes it difficult to use 
them for any kind of flow analysis.] 


Prouproot (M. J.). European Refugees: 1939-52. A study in forced population 
movement. London: Faber & Faber, 1957. 9”. Pp. 542. 52s. 6d. 

[To be reviewed.] 

Roserts (G. W.). The Population of Jamaica. London: Cambridge University 
Press for the Conservation Foundation, 1957. 8}. Pp. xxii + 356. 40s. 
[To be reviewed. } 
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Rosson (R.). The Cotton Industry in Britain. London: Macmillan, 1957. 9” 
. Pp. xx + 364. 60s. 


[To be reviewed. ] 


Sr. Crair (O.). A Key to Ricardo. London: Routledge & Kegan Paul, 1957. 9”, 
Pp. xxi + 364. 35s. 


[To be reviewed. ] 


Scotr (W. M.) (Ed.). A Hundred Years A-Milling. Commemorating an Ulster 
mill centenary. Second edition. Dundalk: Dundalgan Press, for W. & C. Scott, Ltd, 
Excelsior Mills, Omagh, 1956. 9”. Pp. 333. 15s. 


[This discursive miscellany published on the occasion of the centenary of the Tyrone family 
milling business which formerly had the historian W. R. Scott as its head was reviewed in the 
Economic JourNAL of March 1952, p. 175, by Professor A. L. Macfie. This second edition con. 
tains a number of new contributions. ] 


Sruart Kirsy (E.) (Ed.). Contemporary China. Vol. I, 1955. Hong Kong: 
Hong Kong University Press (London: Oxford University Press), 1956. 9”. Pp. 264. 
30s. 


[This is the product of a Research Seminar on Problems of Contemporary China that has been 
set up in the University of Hong Kong. It is intended that further publications along similar 
lines should appear annually or oftener. It contains eleven papers by writers connected with the 
Seminar, five of them on economic issues in present-day China. This is followed by a reprint 
and translations of some important official Chinese documents. Also included are a bibliography of 
recent publications on communist China by authors in Hong Kong and Formosa and a chronology 
of leading economic, social and political events in China between July 1954 and June 1955.] 


1 Australian 


Baitey (J. D.). Growth and Depression. Contrasts in the Australian and British 
Economies, 1870-1880. Australian National University, Social Science Monographs, 
No. 6. Canberra: Australian National University, 1956. 10’. Pp. 135. 25s. 


[In this monograph the author sets out to analyse why during most of the 1870s the Australian 
economy was expanding and prosperous, unlike the British economy at that time (and still more 
unlike the United States economy). The value of Australian exports fell after 1873, though by 
rather less than might have been expected, because of a certain shift in British demand towards 
wool and in particular Australian wool. But real capital formation continued to rise till 1877. 
Mr. Bailey unfortunately did not have access when he wrote to N. G. Butlin’s recently published 
figures of private capital formation in Australia in this period; if he had had, he would no doubt 
have given even more emphasis than he does to the importance of agricultural and pastoral invest- 
ment in bringing about this upward movement. However, he provides a lucid explanation of 
how it was that this class of investment came to be rising, despite the fall in primary product prices. 
It was partly a question of new areas being opened up by railway building; partly of the rapid 
extension of fencing and other innovations; partly of a decline in fertility in older areas, A 
further factor favourable to Australia in the mid-1870s was the willingness of British investors to 
buy Australian government securities, in their revulsion from the more exotic foreign bonds 
fashionable at the beginning of the decade. In 1878-79 the flow of British capital to Australia 
greatly diminished, perhaps because of the difficulties being experienced for other reasons in the 
British balance of payments, and Mr. Bailey believes that the resulting monetary stringency in 
Australia had a good deal to do with the relatively mild contraction that ensued. He describes 
the monetary links between Britain and Australia and the way in which movements in Australian 
banks’ London funds served up to a point to bridge balance of payments disequilibria. Altogether 
this is a valuable and interesting piece of work of a type that is needed.] 


Canadian 


EASTERBROOK (W. T.) and AITKEN (H.G.J.). Canadian Economic History. Toronto: 
The Macmillan Company of Canada, 1956 (London: Macmillan. 1957). 9}. Pp. 606. 
50s. 


[To be reviewed.] 
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Puituirs (W. G.). The Agricultural Implement Industry in Canada. A study in 
competition. Canadian Studies in Economics, No. 7. Toronto: University of Toronto 
Press, 1956 (London: Oxford University Press, 1957). 10”. Pp. xi+ 208. 36s. 


[The main aim of this substantial monograph is to elucidate the nature of competition in the 
industry, but the author regards its past history as having an important bearing on this, so a large 
part is occupied by a historical survey of the industry in Canada and in the United States. Until 
about 1900 no serious competition from the United States was encountered, but thereafter the 
reduction in tariffs under pressure from farm interests and the emergence of revolutionary innova- 
tions in tractors and other implements increasingly strengthened the position of American producers 
inthe Canadian market. In some implements, however, Canadian producers could hold their own. 
This specialisation has now developed further, and the desire of Canadian producers to free them- 
selves from excessive dependence on the very unstable home market has led to the curious situation 
in which “‘ the tendency is for the bulk of the implements purchased in Canada to be imported, 
and the bulk of those produced in Canada to be exported” (p. 161) to the United States. 
Within the industry price competition has never been prominent, and price-leadership prevails— 
though the same firm is not the leader for all classes of implements. But competition has been 
very active in securing retail outlets and in granting credit facilities. ‘The author considers that 
geographical factors have had a good deal to do with the competitive structure that has evolved.] 


American 


AsrAMson (A. G.) and Mack (R. H.) (Eds.). Business Forecasting in Practice: 
Principles and Cases. New York: John Wiley (London: Chapman & Hall), 1956. 9}. 
Pp. xi + 275. 52s. 

[There are eight chapters, each by a different author. Most of the contributors are economists 
employed in business. The first chapter gives a brief general survey of business-cycle theories, rather 
along the lines of Professor Haberler’s Prosperity and re pe The second chapter gives a similarly 
general survey of the various forecasting techniques that are available. In the remaining contri- 
butions different practitioners of forecasting describe the methods they employ and how forecasts 
relating to the economy as a whole are translated into forecasts for a particular industry or firm. 
The forecasting discussed is almost entirely short-term, and several of the authors use the experience 
of the 1949 recession as an illustration. The procedures described by the different authors have 
much in common with one another. The method is almost always an eclectic one, employing a 
wide range of data and drawing common-sense inferences from them. Econometric techniques 
are comparatively little used, and not a great deal of reliance is placed on “‘ sensitive indicators ’’ 
of the old Harvard type, at least not taken by themselves.] 


Boper (M. M.). Intermediate Price and Income Theory. New York: Norton 
1955 (London: Bowes & Bowes, 1956). 84’. Pp. 526. 
[To be reviewed.] 


Boutpinc (K. E.). The Image. Ann Arbor, Michigan: University of Michigan 
Press, 1956 (London: Oxford University Press, 1957). 84’. Pp. 175. 30s. 
[To be reviewed.] 


Cuenc (Yu-Kwe1). Foreign Trade and Industrial Development of China. An 
historical and integrated analysis through 1948. Published under the auspices of the 
American University and the China International Foundation. Washington, D.C.: 
University Press of Washington, 1956. 9’. Pp. 278. $7.00. 

[To be reviewed.] 


Crark (M. G.). The Economics of Soviet Steel. Cambridge, Mass.: Harvard Uni- 
versity Press, 1956 (London: Oxford University Press, 1957). 93”. Pp. 400. 60s. 
[To be reviewed.] 


Conan (A.R.). The Changing Pattern of International Investment in Selected Sterling 
Countries. Essays in International Finance No. 27. Princeton, New Jersey: International 
Finance Section, Princeton University, 1956. 9’. Pp. 20. 

[The author presents and discusses estimates of the post-war inflow of investment capital from 
abroad, its relation to total capital formation, its division between public and private and its source 
of supply for selected commonwealth countries (Australia, New Zealand, South Africa, Rhodesia, 
India, Pakistan, Ceylon and Colonial Territories). These particulars are compared with those 
for pre-war. Interesting conclusions that emerge include the relative decline of public borrowing 
as a form of capital inflow, this being associated with the increased facility experienced by the 
governments of many of these countries in raising finance athome. The United Kingdom is shown 
to be still : aos the most important source of capital, especially if attention is confined to private 
investment. 
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Dan.sBerc (A. O.). How U.S. Output Is Measured. National income diagrammed, 
New York: Columbia University Press, 1956 (London: Oxford University Press, 1957), 
11”. Pp. 42. 8s. 

[This booklet is an abbreviation of the same author’s National Income Visualized, noted in the 
Economic JourNnat of March 1957, p. 173. It is designed for students in elementary courses and 
the general reader seeking to obtain a broad understanding of national-income accounting.} 


Day (J. S.). Subcontracting Policy in the Airframe Industry. Boston, Mass: 
Harvard University Graduate School of Business Administration, 1956 (London: Bailey 
Bross. & Swinfen, 1957). 83”. Pp. 327. 32s. 


Haran (N. E.). Management Control in Airframe Subcontracting. Boston, Mass,; 
Harvard University Graduate School of Business Administration, 1956 (London: Bailey 
Bros. & Swinfen, 1957). 84’. Pp. 256. 32s. 


[These are two companion studies in the same field. Professor Day is concerned with the 
general aspects of sub-contracting in the industry. He describes how sub-contracting practice has 
developed and how prime contractors reach the decision whether to sub-contract, what method to 
use and which sub-contractor to select. Professor Harlan deals with the prime contractor’s problems 
of maintaining control over the sub-contractors. In both studies cost emerges as the least satisfactory 
aspect of sub-contracting. According to Professor Day, prime contractors are too prone to regard 
sub-contracting as an expedient to employ only if their own capacity is inadequate for the job, 
While cost is given careful attention in choosing between alternative sub-contractors, it is les 
influential in the initial decision whether to sub-contract at all. This tendency to regard sub 
contractors as a source of reserve capacity also hampers the establishment of an orderly and stable 
sub-contracting industry. Professor Harlan finds that quality and delivery are controlled reasonably 
well by prime contractors, but that this is often achieved only by relegating cost considerations toa 
subordinate position, especially under the stress of national emergencies. Both these studies are 
illustrated throughout by extensive reference to particular cases.] 


FisHer (I. N.). My Father, Irving Fisher. New York: Comet Press, 1956. 8”, 
Pp. ix + 352. $4.50. 


[To be reviewed.] 


FriepMAN (M.) (Ed.). Studies in the Quantity Theory of Money. Chicago: Uni- 
versity of Chicago Press, 1956 (London: Cambridge University Press, 1957). 9}. Pp. 
265. 37s. 6d. 

[To be reviewed.] 


GrEBLER (L.), BLank (D. M.) and Winnick (L.). Capital Formation in Residential 
Real Estate. Trends and prospects. Princeton, New Jersey: Princeton University Press 
for the National Bureau of Economic Research, 1956 (London: Oxford University Press, 
1957). 94”. Pp. 519. 89s. 


[To be reviewed.] 


Grirrin (J. I.). Industrial Location in the New York Area. New York: New York 
Area Research Council, The City College, 1956. 9”. Pp. 212. 


[The central section of this monograph reports the result of an inquiry among a sample of large 
manufacturing firms in New York about their attitudes towards alternative locations within the 
New York area. This report, and indeed the whole monograph, is descriptive rather than ana- 
lytical. It is preceded by a statistical account of the characteristics of the area and of recent trends 
in location there. The author accepts the view advanced by many industrial spokesmen that the 
vexatious policies of public authorities bear much of the responsibility for the drift of industry away 
from New York, and he suggests ways in which this could be corrected. He does not, however, put 
forward any constructive proposals of how the needs of city planning can be reconciled with the 
interests of industry. An appendix contains a classified list of all manufacturing firms in New 
York with 100 or more employees.] 


Haim (G. N.). Economics of Money and Banking. Homewood, Illinois: Richard 
D. Irwin, 1956. 93”. Pp. 577. $7.20. 


[The scope of this text-book includes monetary theory in the narrow sense, U.S. monetary 
institutions and their problems, the theory of the rate of interest and effective demand, fluctuations 
and employment policy, and the mechanism of international payments. The emphasis throughout 
is on theory, but sufficient factual material is included to enable the book to serve as a self-contained 
text suitable for American college use.] 
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Harper (F. A.). Why Wages Rise. Irvington-on-Hudson, New York: Foundation 
for Economic Education, 1957. 7}. Pp. 124. $1.50. 

[This is a lucid and brightly written account of the elementary facts of ecoromic life, rather 
similar both in style and content to a well-known feature in the British Sunday Press translated 
into the American idiom, The author explains that the main source of increases in real wages is 
rising productivity, that this is largely due to capital accumulation, and this in turn to saving, which 
accordingly must be rewarded; that inflation must be resisted, that fringe benefits and shorter 
hours are at the expense of money income and so on. Much of what he says is sensible and well 
put. Only towards the end does he lapse into downright fallacy, when he asserts that unemploy- 
ment is due solely to too high wages and that Professors Pigou and Douglas have proved that a 
1% cut in wage-rates will lead to a roughly 3% rise in total employment. This last statement is 
several times repeated. ] 


Isarp (W.). Location and Space-Economy. A general theory relating to industrial 
location, market areas, land use, trade and urban structure. New York: Technology 
Press of the Massachusetts Institute of Technology and John Wiley (London: Chapman 
& Hall), 1957. 93”. Pp. xiii + 350. 70s. 

[To be reviewed.] 


Meter (R. L.). Science and Economic Development: New Patterns for Living. 
New York: Technology Press of the Massachusetts Institute of Technology and John 
Wiley (London: Chapman & Hall), 1956. 9”. Pp. ix + 266. 48s. 

[To be reviewed.] 


Puetps (C. W.). The Role of Factoring in Modern Business Finance. Studies in 
Commercial Financing, No. 1. Baltimore, Maryland: Commercial Credit Company, 
1956. 9’. Pp. 70. 

[Factoring is an arrangement under which a specialised financing institution takes over from a 
manufacturer or other firm the function of arranging credit for its customers and collecting debts 
from them, the financing institution actually buying outright the firm’s receivables. The arrange- 
ment thus both serves as a source of finance to the manufacturing firm and relieves it of the ad- 
ministrative and other work involved in running a credit department. The author describes the 
working of the system and the advantages it affords to the firms making use of it.] 


Rott (E.). The Combined Food Board. A study in wartime international planning. 
Stanford University Food Research Institute, Studies on Food, Agriculture and World 
War II. Stanford, California: Stanford University Press (London: Oxford University 
Press), 1957. Pp. 385. 93’. 60s. 

[To be reviewed. ] 


Roosa (R. V.). Federal Reserve Operations in the Money and Government Securities 
Markets. New York: Federal Reserve Bank of New York, 1956. 9’. Pp. 108. 
[To be reviewed.] 


Savy (E. J.). The United Nations and Dependent Peoples. Washington, D.C.: The 
Brookings Institution, 1956. 9’. 205. $1.50. 

[This volume is one of a series of separate but related studies on major features of the United 
Nations system. It describes the institutional machinery through which the United Nations deals 
with the concerns of dependent peoples, the issues that have arisen with regard to particular 
territories and the more general problems of the future.] 


Scuuttz (T. W.). The Economic Test in Latin America. Ithaca, New York: New 
York State School of Industrial and Labor Relations, Cornell University, 1956. 9”. 
Pp. 30. 

[The author suggests that the wide variety of economic experience encountered among the 
twenty or so countries of Latin America provides a good opportunity for testing the relative 
importance of the various factors that have been held to be significant in stimulating economic 
growth. He suggests first, though without very much documentation, that agricultural under- 
employment is a much less real phenomenon in poor countries than is often believed; or at least 
that it should not be interpreted in a sense which would lead to the conclusion that efforts at 
development should necessarily be concentrated on industry rather than agriculture. He then 
goes on to argue that the most profitable use to which resources can be put is in education and in 

improvement of productive methods, rather than in capital accumulation as normally under- 
stood. This conclusion he finds to be confirmed by the evidence of two of the most p i 
areas in the region, Mexico and Puerto Rico. In both of these education of the labour force has 
been given a high priority.] 
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SHerwin (S. F.). Monetary Policy in Continental Western Europe, 1944-1959. 
. Wisconsin Commerce Studies, Vol. II, No.2. Madison, Wisconsin: School of Commerce, 
University of Wisconsin, 1956. 9’. Pp. 311. $1.15. 


[To be reviewed.] 

WaitTakER (E.). Economic Analysis. New York: John Wiley (London: Chapman 
& Hall), 1956. 93”. Pp.ix + 460. 52s. 

[To be reviewed.] 


German 


BaapeE (F.). Welternahrungswirtschaft. Hamburg: Rowohlt, 1956. °74’. Pp. 174, 
DM. 1.90. 


[A popular and mainly factual discussion of world food production and its development in 
relation to population trends.] 
Heecxt (H.). Der Verkehr als Integrations-faktor der Europawirtschaft. Kiel: 
Institut fiir Weltwirtschaft an der Universitat Kiel, 1956. 9”. Pp. 106. DM. 10. 
[Reviews the present state of unification of international traffic on the continent. ] 
Die Niirnberger Hochschule im Frankischen Raum. Niirnberg: Glock und Lut, 
1955. 9}. Pp. 232. 
[A collection of essays dealing with the social and economic situation in Northern Bavaria.] 
Witsranpt (H.). Die Regulierung des Milchmarktes in der Schweiz. Kiel: 
Institut fiir Weltwirtschaft an der Universitat Kiel, 1956. 9”. Pp. 303. DM. 25. 


[A case study of agricultural policy, based on a thorough examination of the Swiss experience 
of various methods of regulating the dairy industry from 1914 to the present day.] 


Swiss 
ScHERRER (P.). Die ‘‘ Terms of Trade” und die Beschaftigung. Ziirich: Polygraph- 
isher Verlag A.G., 1956. 9”. Pp. 155. Sw. fr. 13.80. 
[This doctoral thesis gives a systematic exposition of the effects of changes in the terms of trade 


on employment. The consequences of shifts in demand and supply-curves and of subsidies and 
duties are traced separately for the two-country case.] 


Dutch 


Van GLINSTRA BLEEKER (R. J. P.). Guided Money. A new monetary instrument. 
Amsterdam: North-Holland Publishing Company, 1956. 9”. Pp. 173. 30s. 


[To be reviewed.] 


GROENEVELD (K. J.). Algemene Bedrijfseconomic. Leiden: H. E. Stenfert Kroese, 
1956. 9”. 2 vols. Pp. 300 and 314. Dfl. 9.75 each. 


[A text-book of business economics in the continental tradition, which aims at a factual treatment 
of the problems of the firm within the framework of economic theory. The first volume contains 
an introduction and a survey of the functions of transport, insurance and financial institutions. 
The second deals with the structure of the firm, the allocation of gross profits and provisions for 
capital depreciation. Two more volumes will follow. ] 


NemMERS (E. E.). Hobson and Underconsumption. Amsterdam: North-Holland 
Publishing Company, 1956. 9’. Pp. 152. 3ls. 

[To be reviewed.] 

Rooy (M.). Her rel in Nederland. Leiden: H. E. Stenfert Kroese, 
1956. 10”. Pp. ix + 613 


[A survey of the present economic structure of Dutch newspaper publishing by the Nieuwe 
Rotterdamse Courant. The book contains a summary in English of about ten pages.] 
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TinBERGEN (J.). Economic Policy: Principles and Design. Contributions to Eco- 
nomic Analysis, No. X. Amsterdam: North-Holland Publishing Company, 1956. 9”. 
Pp. 276. 53s. 

[To be reviewed. ] 


Swedish 


Twenty-five Economic Essays, in Honour of Erik Lindahl. Stockholm: Ekonomisk 
Tiskrift (Malmtorgsgaten 8), 1956. 93’. Pp. 412. 31s. 6d. 


[To be reviewed.] 


Danish 


ALKJAER (E.). Ungdommen pa det danske marked. En analyse af de 14-19 4riges 
indvirkning pa kobe og forbrugsvanerne. (The Danish Teen-age Market.) Copenhagen: 
Copenhagen School of Business Administration, 1956. 10’. Pp. 86. 


[This study of the role of teenagers in the Danish market analyses the subject under two heads: 
the teenagers’ own consumption and their influence on household consumption. Conclusions 
under the first head include the importance of means of transport, cameras, record players and other 
such durable goods and the comparatively small interest shown in clothes. Under the second head 
it emerges from the statements of parents that teenagers’ preferences exercise a considerable 
influence on household purchases of food, furniture and notably on their mother’s choice of her own 
clothes; though the teenagers’ own statements show that they are often not aware of this.] 


Egyptian 


SuviranTA (B.). The Viability of the Competitive Market. National Bank of Egypt 
Fiftieth Anniversary Commemoration Lectures. Cairo: National Bank of Egypt, 1956. 
9”. Pp. 28. 

[These three lectures are arranged in the Hegelian form of thesis, antithesis and synthesis. The 
thesis is the classical theory of free competition as an impersonal device by which the public interest 
isserved. The antithesis is the theory of imperfect competition developed in the inter-war period, 
which showed the extreme rigour of the conditions needed to give perfect competition and tended 
to proceed from this to the conclusion that the largely inevitable monopolistic elements in the 
system virtually destroyed the vaunted merits of the competitive price mechanism as a device for 
allocating resources. Finally, the synthesis is based on the notion of workable competition: com- 
petition which does not necessarily preclude many short-term monopoly positions but which 
suffices in the long run to keep prices broadly in line with costs and prevents excessive profits. 
Professor Suviranta does not consider the criticism that has been brought against the workable 
competition idea, that to define the degree of competition in terms of its results, which is more or 
less what is proposed, is liable to lead to conclusions in conflict with normal use of words; for 
example, a completely monopolised industry, in which prices are kept low either because the 
monopolist is benevolent or because he is very efficient, must then be described as workably 
competitive. ] 


Official 
Britis 


SavacE (C. I.). Inland Transport. History of the Second World War, United 
Kingdom Civil Series, edited by Sir Keith Hancock. London: H.M. Stationery Office 
and Longmans, 1957. 93”. Pp. xv +678. 47s. 6d. 


[To be reviewed. ] 


DEPARTMENT OF AGRICULTURE, STATES OF JERSEY. Milk Production Costs in Jersey, 
1955-6. Agricultural Costing Survey, Report No. 9. St. Helier: Department of Agri- 
culture, 1957. 123’. Pp. 225. 

[This very detailed report is the ninth of an annual series. The average cost of milk production 
in the farms in the sample rose considerably between 1954/55 and 1955/56—by about 9%. 
is attributed to higher labour costs, reductions in milk yields and higher charges for herd 
depreciation. ] 
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CANADIAN 


4 REsTRICTIVE TRADE Practices CoMMISsION, DEPARTMENT OF JUSTICE, OTTAWA. Re. 
: port Concerning the Production, Purchase and Sale of Flue-cured Tobacco in Ontario, 
Ottawa: Department of Justice, 1956. 10’. Pp. 146. 

[This report relates to the activities of an Association set up in 1936 which is alleged to have 
engaged in restrictive practices in production, purchase and sale in the industry. The report 
finds that many of the alleged restrictive effects are at present no more than potential, but it sug. 
gests that if producers are as firmly convinced as they appear to be that the industry can be kept 
prosperous only by means of a powerful apparatus of control, then the appropriate instrument 
would be a statutory marketing agency rather than a private one.] 


INDIAN 


Kaxpor (N.). Indian Tax Reform. Report of a survey. Delhi: Department of 
Economic Affairs, Ministry of Finance, 1956. 10”. Pp. 139. 2s. 3d. 


[To be reviewed.] 


NORWEGIAN 


Avskrivning og Skattlegging. (Depreciation and Taxation.) Samfunnsékonomiske 
Studier, No. 5. Oslo: Statistisk Sentralbyra, 1956. 93”. Pp. 85. Kr. 3.00. 


[The chief purpose of this is to compare the tax provisions relating to depreciation in Norway 
and in nine other countries. The comparison is preceded by a theoretical analysis of the economic 
issues involved. The list of contents, a summary and a useful table showing tax rules in force in 
different countries are provided in English.] 


INTERNATIONAL 


? INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT. Eleventh Annual 
: Report, 1955-56. Washington, D.C.: International Bank for Reconstruction and De- 
velopment, 1956. 11”. Pp. 75. 


' [Details are given of loans made by the Bank and of its other work during the year. Although 
there is not much discussion of general issues, the overall pattern of the Bank’s activities emerges 
plainly enough, in particular its established practice of relating loans to specific investment projects 

: and to the foreign-exchange cost that they directly involve.] 


INTERNATIONAL LaBouR Orrice. International Comparisons of Real Wages. A 
study of methods. Geneva: I.L.O., 1956. 93”. Pp. 89. 6s. 


[To be reviewed.] 


INTERNATIONAL LaABouR OrrFicE. Problems of Wage Policy in Asian Countries, 
Geneva: I.L.O., 1956. 94’. Pp. 141. 7s. 6d. 


[This report considers the relation between the level and structure of wages in Asian countries 
and their underlying general economic problems. In accordance with the ILO’s own special 
concerns, particular attention is given to methods of wage determination and problems of minimum 
wage regulation in the conditions prevailing in Asia.] 


INTERNATIONAL LaBouR OrricE. Yearbook of Labour Statistics. Geneva: I.L.O., 
1956. 12”. Pp. 503. 36s. 


[This year’s edition closely follows the lines of previous issues. The subjects covered are labour 
force, employment, unemployment, hours of work, wages, consumer prices, family budgets, social 
security, industrial injuries, industrial disputes and migration. An appendix includes some newly 
available data for the U.S.S.R.] 


INTERNATIONAL MONETARY Funp. Annual Report of the Executive Directors for the 
Fiscal Year ended April 1956. Washington, D.C.: International Monetary Fund, 1956. 
9”. Pp. 197. 

[This contains the usual thorough survey of developments during the year in international 
payments, exchange practices and other matters coming in the province of the Fund.] 
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INTERNATIONAL Monetary Funp. S Proceedings of the Eleventh Annual 
Meeting, September 1956. Washington, D.C.: International Monetary Fund, 1957. 
9”. Pp. 165. 

[These summary proceedings include the presentation of the Annual! Report by Mr. Rooth, 
and statements in discussion of the report by the Governors for the several countries. Mr. Rooth’s 
address is the last delivered by him in his capacity as Managing Director of the Fund before 
resigning in favour of Mr. Per Jacobsson.] 


Unirep Nations. Economic Survey of Latin America, 1955, including an essay on 
Government Income and Expenditure, 1947-54. Prepared by the Secretariat of the 
Economic Commission for Latin America. New York: United Nations Department of 
Economic and Social Affairs, 1956. 11”. Pp. 176. 14s. 


-<_—~ more than half of this is devoted to an account of economic trends in the area during 
1955. This was a year when production rose rapidly and income also rose fairly fast despite an 
adverse movement in the terms of trade. Some cause for concern is found in the continuing 
downward trend in the proportion of output devoted to investment. The remainder of the volume 
consists of a special survey of government income and expenditure in Latin America since 1947. 
Figures are given showing the ‘mportance of the public sector in income, investment and savings 
in the various countries of the area. Attention is also given to tax structure and to the use of foreign- 
exchange policy as an instrument of public finance.] 


Vininc (R.). Economics in the United States of America. A review and interpreta- 
tion of research. Paris: UNESCO, 1956. 93”. Pp. 62. 5s. 


[This is an individual essay rather than a survey. After a methodological discussion of the 
nature and purposes of research in economics, Professor Vining takes up for more detailed treatment 
two branches of study: first, ‘‘ the choice of means for a well-defined end,” i.e., activity analysis, 
games theory, etc., and secondly, business-cycle theory and policy, chosen as an example of the 
broader and more “‘ classical’ type ofeconomic problem. The author has some interesting things 
to say, but his essay can hardly be held to give even the “‘ bird’s-eye view of general tendencies 
and preoccupations ’’ that the series in which it appears purports to provide. Not merely is it 
confined to two particular fields of study, but a large part of the section on business cycles is occupied 
by quotation and discussion of the past and present views of politicians and other public men, 
which can hardly be considered to come under the heading of research. While it is good to have 
Professor Vining’s decidedly personal views on these subjects, it is rather surprising that the sponsors 
of the series should have chosen to use their opportunity in this way.] 





























Western Enterprise 


in Indonesia and Malaya 
By G. C. ALLEN and AUDREY G. DONNITHORNE 


A description and an analysis of the part played by Western firms and governments 
in the economic development of Indonesia and Malaya. The period covered by the 
survey extends from the early decades of the nineteenth century to the nineteen- 
fifties and the treatment is increasingly detailed as it approaches the present day. 
Special attention is given to the great changes which have taken place since the Second 
World War, and the authors venture a forecast as to the prospects of Western enter- 
prise in the future of this region. Much of the information has been obtained from 
firms engaged in business in or with South East Asia. 25s. 


By the same authors :— 
Western Enterprise in Far Eastern Economic 
Development: China and Japan 20s. 


GEORGE ALLEN & UNWIN LTD 
40 MUSEUM STREET, LONDON, W.C.1 


ECONOMIC ISSUES 


A financial and economic debate 
in the critical years 1954-57 


Edited by 


Stephen Frowen 
Editor, The Bankers’ Magazine 


H. C. Hillmann 


Senior Lecturer in Economics, University of Leeds 

Foreword by 

G. L. S. Shackle 

Brunner Professor of Economic Science, University of Liverpool 
Contributors include M. J. Bonn, Colin Clark, J. C. R. Dow, 
Malcolm R. Fisher, Ivor Gowan, R. F. Harrod, Sir Ralph Hawtrey, 
D. T. Healey, L. R. Klein, D. J. Morgan, W. T. Newlyn, C. T. 
Saunders, G. L. Schwartz, G. L. S. Shackle, David Walker. 


Pages xii + 230, Cloth, 21s. 6d. net 


Obtainable direct from the publishers 
WATERLOW AND SONS LIMITED 

85-86 London Wall, E.C.2 
or through any bookseller 
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Announcing... 


... A provocative new study of differences in industrial productivity . . , 


BriITISH AND AMERICAN MANUFACTURING PRODUCTIVITY 


by Marvin Frankel 
This study . 


. provides on a comparative basis postwar productivity 
estimates for 34 British and American manufacturing 
industries. ‘ 





. assesses the influence of various factors on these \ 
productivity differences and considers their relative 
importance. 


. examines long-term productivity trends and prospects 
for future growth. 


Price $1.50 a copy 


BUREAU OF ECONOMIC AND BUSINESS RESEARCH 
UNIVERSITY OF ILLINOIS URBANA, ILLINOIS 
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POLITICAL STUDIES 
The Journal of the Political Studies Association of the United Kingdom 


* 


Editorial Board 


Sir Ernest Barker Sir Keith Hancock T. S. Simey 
Max Beloff Wilfrid Harrison K. B. Smellie 
D. W. Brogan W. J. M. Mackenzie E. C. S. Wade 
D. N. Chester Michael Oakeshott K. C. Wheare 
G. D. H. Cole W. A. Robson C. H. Wilson 





EDITOR: WILFRID HARRISON 


The journal publishes articles and notes on all the main aspects of politics—historical, institutional, theoretical and legal; 
it also contains a review section. Recent articles have included :-— 

The American Committee of Economic Advisers and Joint Committee on the Economic Report—R. S. Milu 
Planning—A Case Study—Harry Eckstein 

The Federation of British Industries—S. E. Finer 

County Administration of Planning C: Ils— Peter G. Richard: 
Admiristrative Theory in the United States : a Survey and a Retrospect—Dwight Waldo 

Public Corporations and the Classification of Administrative Bodies—D. NV. Chester 

Producers’ Representation in Yugoslavia—Derek 7. R. Scott 





Published three times a year. The prepaid subscription is 33s. 6d. ($5) post free, and the price of a single copy 
13s. net ($2). Orders may be sent through a bookseller or direct to 


OXFORD UNIVERSITY PRESS, Amen House, Warwick Square, London, E.C.4 
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ECONOMICS Graduate Students and young instructors of economics 


in American colleges are in urgent need of the follow- 


BOOKS ing out-of-print books, which they have never had the 
opportunity to buy: 

Urgently Edgeworth: Papers on Political Economy—Higgs: 

Wanted Life and Work of Cantillon—Unwin: Studies in 


Economic History—Wicksell: Interest and Prices. 


KELLEY & MILLMAN, Ine. _ we would appreciate having offered for sale to us any 


available copies that are no Jonger being used. 


Booksellers and Publishers 
We are under urgent pressure to supply the works of 
400 West 23rd Street, all the standard authors in the field of political 
economy. We are ready to buy coilections, large and 
New York 1 I, New York small, as well as single books. 














UNIVERSITY OF LONDON Grants for Research 





Appxications are invited from members* of the University and teachers in Schools 
of the University for grants from the Central Research Fund to assist specific projects of 
research and for the provision of special materials and apparatus. Grants are not made 
for normal maintenance. Applications must be received not later than 31 March, 
31 August or 30 November. Forms of application and further particulars may be 
obtained from the Secretary to the Central Research Funds Committee, University of 
London, Senate House, London, W.C.1. 

* Members of the University are defined by the Statute as the Chancellor, the members for the time being of the Court 


and of the Senate resp , the and Readers and other Teachers of the University during their tenure of 
office, the graduates and the ‘students. 














ROYAL STATISTICAL SOCIETY 


The Journal of the Royal Statistical Society is published in two series: Serres A (GENERAL), four times a year, 
bo each part, annual subscription £3 1s. post free ; Serres B (METHODOLOGICAL), two issues a year, 225. 6d. 
each part, annual subscription 45s. 6d. post free. 








Volume 119, Serres A (GENERAL) CONTENTS Part 4, 1956 
ee. 
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The New Zealand A caltarsi Sample Survey ° W.BT. dp. VP. Guameet 

ew 'AYLOR an 
eee Whee or hae Nuambers— Maintenance of Continuity by the As 
Proportionality of the New Index Number to the Old Index ‘ You Pou Sena 
Note on a Visit to Moscow for the Third Soviet Mathematical cal Congress. ‘ - M.S. Barrietr 
Annual Report of the Council. 
Obituary : ee Bi eg egy tg ny =» pty to + : P 

ur Avery Adams. 

Review of Statistical Notes, Additions to Library, Periodical Returns. 


For particulars of Fellowship apply to: 
Royal Statistical Society, 21 Bentinck Street, London, W.1 














ECONOMICA 





Published Quarterly 
9th Year: New Series, Vol. XXIII, No. 94 May, 1957 
CONTENTS 

A Theory of Second-Hand Markets . . Artuur H. Fox 
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